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Abstract 

Overview 
The globalisation of the South African economy and the recent corporate 

activity involving South African life insurance companies has renewed interest 

in financial reporting by these companies. 

There has been little development in guidance on reporting for long term 

insurers in South Africa since 1994 when AC121 "Disclosure in the Financial 

Statements of Long-Term Insurers" was published. South African life 

insurance companies have also fared poorly in recent Excellence in Financial 

Reporting surveys. 

Revisions to the reporting requirements of life insurance companies in the 

United Kingdom and Australia provide scope for the examination of the 

usefulness of the financial statements of life insurance companies in South 

Africa, by investigating the extent and adequacy of disclosure (as proxies for 

usefulness) by such companies in terms of local and international 

benchmarks. 

Methodology 

The research problem was examined by compiling checklists of the disclosure 

attributes required by the South African, United Kingdom and Australian 

insurance reporting standards, and scoring the disclosure given by a sample 

of eleven South African life insurance companies over the period 1993 to 

1997. 

These scores were subjected to statistical testing (Analysis of Variance) to 

identify significant differences. Consideration was given to the instances of 

non-compliance with the respective benchmarks, as well as trends in the 

presentation of disclosure attributes, and the influence of the international 

benchmarks on reporting by South African life insurance companies. 

iii 
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Conclusions 

The results of this study show that: 

III compliance with the disclosure requirements of the local insurance 

reporting standard is satisfactory 

III compliance with the disclosure requirements of the two international 

benchmarks is inadequate 

III there was a significant change in the extent of disclosure by the sample of 

South African life insurance companies between 1993 and 1995 

III there was no significant change in the extent of disclosure from 1995 to 

1997 

III the international insurance reporting standards have not influenced 

disclosure by South African life insurance companies. 

( 
\ 
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Topical issue 

Chapter 1 
Introduction 

Financial reporting by life insurance companies is a topical issue. This section 

sets out the information necessary to appreciate the research problem and the 

other parameters of the study. 

Insurance companies have a major role in any modern economy. Recently, 

they have been the subject of vast corporate activity in South Africa: Sanlam 

has demutualised and listed on the JSE, and the Old Mutual is set to follow 

suit; Southern Life and Momentum have merged under an RMB-Anglo 

American umbrella company known as FirstRand; Fedsure has acquired a 

controlling holding in Norwich; Metropolitan Life has bought the entire life 

operations of and a 22% holding in Commercial Union; and a phenomenon 

known as "bancassurance" (the merging of institutions with banking and 

insurance interests to form a ~ombined financial services entity) is becoming 

more prevalent. 

International standards Although the International Accounting Standards Committee (IASC) has no 

statement on insurance accounting yet, an insurance accounting project was 

added to their agenda in April 1997. The initial steering committee meeting 

was in December 1997, and an issues paper is due for release in 1999. The 

steering committee has representation from Australia, the UK, the USA, 

Germany, France, the International Council of Investment Associations, The 

Netherlands and Japan. IOSCO, the European Commission, the International 

Association of Insurance Supervisors, the International Actuarial Association 

and the US Financial Accounting Standards Board all have observer status 

only on the steering committee. 

Throughout this dissertation, the phrases "international standards" and 

"international benchmarks" are used interchangeably, and refer to the United 

Kingdom and Australian insurance accounting pronouncements, since these 

were the benchmarks used for the purposes of comparison to the South 

African insurance reporting standard. 

1 
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Previous reporting 

Standard of reporting 

Previously, "in an attempt to strengthen public confidence in banks and 

insurers, past accounting practice has permitted institutions to disclose less 

information than other enterprises. The view taken was that the long-term 

stability of these institutions was of paramount importance, and that the 

reporting of fluctuating profits on a year to year basis could undermine public 

confidence in this stability. Thus it was the practice for profits to be arrived at 

after undisclosed transfers to inner (or 'secret') reserves which could be 

released in bad years, thereby smoothing income and creating the impression 

of stability. Part V of Schedule 4 to the Companies Act exempted banks and 

long-term insurers from numerous disclosures required for companies -

particularly with respect to the income statement - and sanctioned the creation 

of secret reserves [within the life fund]. provided that the income statement 

disclosed that profits had been arrived at after such transfers had been made. 

"Part V of Schedule 4 has been repealed for financial years commencing on 

or after 1 January 1994, and thus the creation of secret reserves is no longer 

permitted." (Everingham and Watson, 1998 - italics added). 

An accounting guideline, AC204, was issued by the South African Institute of 

Chartered Accountants (SAICA) in October 1986 to improve the consistency 

of disclosure amongst long-term insurers. However, it was superseded by an 

accounting standard, AC121 (issued in February 1994 for financial periods 

commencing on or after 1 January 1994). It should be noted that U[g]uidelines 

represent recommendations, and do not establish standards" (Everingham 

and Watson, 1998). A standard, on the other hand, enunciates promulgated 

generally accepted accounting practice. Davis (1995) noted that AC121 was 

necessary as the disclosure requirements prevailing prior to the issuance of 

AC121 were unsatisfactory. given the exemptions afforded to life insurance 

companies by Schedule 4 to the Companies Act. As a result, the earnings of 

life companies were not indicative of financial performance since disclosed 

earnings included a portion of the undisclosed reserves that were released. 

Both AC204 and AC121 are discussed in more detail in Chapter 2. 

Disclosure in the financial statements of long-term insurance companies has 

been less than satisfactory. In the 1998 Finance Week Excellence in 

Financial Reporting survey, four of the five long-term insurers evaluated were 

rated as "poor", and one was rated as "adequate" in the standard of their 

2 
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Review of literature 

reporting. It should be noted that the Excellence in Financial Reporting survey 

evaluated pervasive disclosure requirements, rather than the insurance­

specific disclosures examined in this dissertation. 

"For long-term insurers, the life fund is central to profitability. The panel felt 

that the careful explanation that this requires wasn't forthcoming and that 

insurers hadn't moved as swiftly as the banks in improving disclosure once the 

Schedule 4 exemptions were abolished a few years ago." (Finance Week, 

Excellence in Financial Reporting, February 12-181998). 

Barring the professional standards currently in circulation, literature 

specifically on the subject of disclosure by life companies is limited. However, 

the following relevant pOints were noted: 

The need for decomposition of the earnings number of life companies was 

already identified by Foster (1975), who determined that earnings should be 

split between the underwriting result, investment returns and capital gains. He 

further showed how the argument against the inclusion of capital gains and 

losses in income was not supported. 

Meyer et al (1994) noted the following attributes of meaningful disclosure 

relating to life companies: 

., financial information should be clear and relevant, and contain sufficient 

detail to verify and analyse the results of the company 

., profit should be broken down into its most important components, 

distinguishing between profits from new and existing business, and further 

distinguishing between profits arising from shareholders' assets, 

policyholders' assets, and transfers between shareholders' and 

policyholders' assets 

., a description of the valuation bases and assumptions used, as well as 

information on how the assumptions were determined 

., full details of the effects of changes in the valuation bases and the reasons 

for such changes 

., detail on all items having a significant influence on the timing of the release 

of profit. 

3 
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The South African actuarial guideline PGN104 (discussed in more detail in 

Chapter 5) is effective for years commencing on or after 1 January 1998, and 

hence compliance with this standard is not examined in this dissertation. The 

disclosure requirements in PGN104 go some way to providing the disclosure 

referred to by Meyer et al (1994). 

Metropolitan Life was the first listed South African life insurer to make its 

financial position and prospects easier for stakeholders to understand in their 

1997 annual report. Klein (1997), noted that "the move to more transparency 

saw it provide a full breakdown of its actuarial surplus for the first time ... The 

new method of disclosure will result in earnings being more volatile than in the 

past." The actuarial surplus arising during the year was broken down into the 

following components: 

• Operating profit 

• Investment income on the excess 

• Capital appreciation on the excess 

The profit number that was reported was probably still compromised in terms 

of comparability with other insurers and in consistency of calculation. 

However, the point is that the first steps were made to render the earnings of 

a life company more understandable, and the disclosure was of more use in 

the analysis of current and future earnings than a mere indication of the 

surplus. 

To illustrate that compromise in disclosure by long-term insurers is not a 

problem specific to South Africa, extracts from the results of a survey 

conducted by KPMG in Canada in 1997 are included as an appendix. The 

completeness of compliance with AcG-8 - Actuarial Liabilities of Life Insurance 

Enterprises - Disclosure (shown under heading 2.1.5 under "Actuarial and 

Oth~r Liabilities"in Appendix A) should be given particular attention, as those 

disclosures address the issue of the life fund identified earlier in this chapter. 

The survey examined reporting by insurance companies quite pervasively -

only the aspects relevant to disclosure are included in the afpendix. 

Notwithstanding that fact, the nature and extent of disclosure by Canadian 

insurers were comprehensively surveyed, and included attributes such as 

disclosure relating to investments, actuarial liabilities, and reinsurance. The 

4 
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Study rationale 

Benchmarks 

results of the survey indicate that the requirements of the Canadian insurance 

standards are onerous even in their own environment, as is shown by the 

incidence of non-compliance with several disclosure attributes, particularly 

those relating to risk and its management. 

In the United Kingdom, Whewell (1990) points to shortcomings in disclosure 

by life insurance companies similar to those prevailing in South Africa. Hence, 

the use of the United Kingdom life insurance reporting standards as a 

benchmark is justified; they may also serve a purpose in showing the way 

forward for South African reporting. 

IIsley (1998) identified the following users of the financial statements of long­

term insurance companies: clients, intermediaries, regulators, shareholders 

and potential shareholders, non-executive directors, investment analysts and 

the media. Policyholders are also users of insurance company financials. 

These companies are attracting more attention through the corporate activity 

and globalisation of the economy referred to earlier. Long-term insurance 

companies are also of particular interest because of the vagaries of the 

actuarial valuation and the workings of the life fund. Their previously, and 

indeed presently limited reporting (as evidenced by their poor showing in the 

Excellence in Financial Reporting (1998) survey) is insufficient to satisfy the 

needs of sophisticated global users in the various categories described by 

!Isley (1998). 

Furthermore, as the international harmonisation process gains momentum, it 

becomes useful to benchmark South African disclosure requirements and the 

actual disclosure prepared by South African life companies against 

comparable international standards. 

This dissertation will therefore utilise the disclosure requirements for life 

companies in South Africa, the United Kingdom and Australia to benchmark 

and evaluate the disclosure given by South African life insurance companies 

in their annual reports. The UK and Australia have been selected because 

they have well-developed reporting standards particular to life companies, 

which have recently been subject to revision. A more detailed comparison of 

the insurance and actuarial environments in these countries and South Africa 

5 
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is included in Appendix I. This comparison provides some evidence of 

similarity in the three markets, which therefore justifies the benchmarking of 

South African reporting against those standards. 

Meyer et al (1994) gave consideration to profit reporting by life companies in 

these countries, as well as in the United States and Canada. However, Meyer 

et al (1994) examined profit reporting only, and approached the subject from a 

theoretical perspective, dealing principally with the issues arising from the 

measurement and recognition of profit from the long-term insurance business, 

and the discretion of the valuator in determining such profits. The nature and 

extent of actual disclosure by life insurance companies in South Africa was not 

considered in any detail. 

The United States has been excluded from this dissertation on the basis that 

the accounting profession in that country is not harmonising with international 

standards (Wixley, Excellence in Financial Reporting, 1998), and that their 

reporting is split between mutuals and proprietary companies, with the 

accounting standards providing guidance on measurement issues, and the 

regulatory (legal) framework prescribing disclosure. Furthermore, there have 

been no recent developments in financial reporting requirements for life 

companies in the USA. 

Although Canada's insurance reporting standards are also well-developed, it 

has been excluded for the purposes of evaluating the disclosure of South 

African life insurance companies since much of the disclosure is contingent 

upon several attributes which are indeterminate from an evaluation of only 

publicly available information (i.e. insufficient information about the business is 

presented in the annual report to determine whether or not a specific attribute 

is relevant to the company or not, and if relevant, whether or not the required 

disclosure has been given). Although it is conceivable that South African life 

companies have the capacity to produce the disclosure required by the 

Canadian standards, a close inspection of the sets of accounts collated for the 

sample revealed that almost all of the disclosure required by the Canadian 

standards was not forthcoming for almost all companies in the sample. The 

assessment of the extent of compliance with the Canadian standards in any 

more detail would not, therefore, have yielded meaningful or properly 

interpretable results. 

6 
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Notwithstanding the exclusion of the Canadian life company disclosure 

requirements, a disclosure checklist has been included as an appendix, and 

some consideration is given to the possible effect of the Canadian disclosure 

requirements on future developments in South African life company reporting 

in Chapter 5. 

The standards mentioned above are considered in more detail in Chapter 2. 

Statement of the problem 

If compliance by companies with disclosure requirements is unsatisfactory, 

the usefulness of the information included in the annual report of the company 

is compromised. Since the objective of accounting is to produce useful 

information for the users of financial statements, it is reasonable to presume 

that the extent and adequacy of disclosure are suitable proxies for usefulness. 

This presumption, as it pertains to the local reporting environment, is based 

on the fact that a guideline (AC 204) for reporting by life insurance companies 

existed from 1986 to 1990, and that the guideline formed the basis for the 

issuance of a standard (AC 121) in 1990. These developments must 

therefore allow for the reasonable presumption that the information required to 

be disclosed in the standard would be useful. 

Furthermore, for the purposes of this dissertation, the adequacy of local 

reporting is benchmarked against international best practices, derived from 

the disclosure requirements of insurance reporting standards in the United 

Kingdom and Australia. The more demanding disclosure requirements of 

these respective countries necessarily produce a better indication of what is 

useful disclosure. 

The research problem is therefore: 

What is the extent and adequacy of disclosure (as a proxy for the usefulness 

of the information disclosed) by South African life insurance companies when 

compared to local and international life insurance reporting standards? 

Since there was a revision to the disclosure requirements for life insurance 

companies for years commencing 1 January 1994, the significance of any 

1 
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difference between the extent of disclosure pre- and post-1994 should be 

examined. Furthermore, the increased global awareness of South African 

business after the election in 1994 provides justification for the comparison of 

local disclosure to international requirements. Consequently, the following 

sub-problems will be considered: 

1. Was there a significant change in the extent of disclosure by life insurance 

companies in South Africa after the revisions to the disclosure 

requirements effective from 1994? 

2. Was there a trend of increased disclosure from 1995 to 1997? The nature 

of any non-compliance in this period will also be considered. 

3. Have international insurance reporting standards influenced the extent of 

disclosure by South African life insurance companies? Consideration will 

be given to: 

.. the causality of the association between international requirements and 

local compliance, and 

.. the nature and extent of incremental disclosure by South African life 

companies. 

Objectives 

The objective of this study is to evaluate the extent to which South African life 

insurance companies comply with the disclosure requirements of local and 

international insurance reporting standards. The extent of compliance with 

the disclosure requirements of these standards will be used as a proxy for the 

usefulness of the information included in the annual report. 

WHile it is recognised that these standards themselves might be deficient in 

the extent of information that they require to be disclosed, it is beyond the 

scope of this dissertation to assess their adequacy. Notwithstanding this 

qualification, the extent of compliance with international standards in particular 

will illustrate the adequacy of disclosure by South African life insurance 

companies, and indeed the adequacy of the local insurance reporting 

standard, in a global context. This is becoming increasingly important as local 

standards are harmonised with IASC requirements (albeit that no lASe 

standard on insurance exists yet). 

8 
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Furthermore, it will be useful to assess the significance of the change in the 

extent of disclosure offered by South African life insurance companies after 

Part V of Schedule 4 to the Companies Act 1974 was repealed in 1993, and 

the trend in the extent of disclosure after that date. These factors could 

illustrate an inclination towards the increased disclosure required by 

international standards. 

Further still, changes in the extent of compliance with international insurance 

reporting standards could give an indication of the influence of such 

international standards on local life insurance companies. 

Finally, the results of this dissertation could provide a point of departure for 

the development of an improved reporting standard for life insurance 

companies in South Africa. 

Value of the research 

This dissertation will illustrate the extent and adequacy of disclosure by South 

African life insurance companies, with a view to encouraging an increase in 

the extent of their future disclosure, and a possible revision of the currently 

prevailing standard in that respect. Furthermore, it cquld form the preliminary 

stag~s of a more advanced research project to develop a new reporting model 

for life insurance companies in South Africa. 

9 
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Recognition and 

measurement 

Chapter 2 
A comparison of South African and international accounting standards 

relating to life insurance companies 

Accounting issues 

In contrast to conventional annual financial statements, the long term nature 

of the business of a life insurance company poses particular accounting 

problems. The "life fund" is central to the appreciation of the insurer's 

accounts, and the requisite focus on disclosure in this regard downplays other 

disclosure important to ordinary companies (such as property, plant and 

equipment) as these numbers become less material and less fundamental to 

the reflection of the economic substance of the business. 

Any guidance on accounting for the long term insurance industry should 

address the following principal areas: 

• recognition and measurement 

.• presentation and disclosure. 

It should be noted that the above areas are issues in accounting for long term 

insurance, and that issues are, by their very nature, unresolved and 

contentious. The discussion that follows does not pretend to be the definitive 

commentary on these issues - that is a task for global standard setters - but 

rather to sketch some background to the disclosure issues that emerge, and 

hence how the benchmarks used in this study may be contextualised. 

Presentation and disclosure are dealt with under the heading "Disclosure 

issues" below. 

The recognition and measurement of the actuarial liabilities (the "life fund") 

and the concomittant emergence of profit are issues as yet unresolved by 

standard setters. These aspects have historically been the "black box" of life 

insurance company accounts, where reliance was placed on the actuaries in 

the derivation of a value for the surplus of assets over liabilities and hence the 

company's profit. 

10 
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Meyer et al (1994) addressed the quandary facing the South African 

insurance industry in respect of the recognition of profit. However, this 

remains an actuarial question, which is beyond the scope of this study. 

In the interim, though, while the comparability and consistency of insurance 

company accounts remains an unresolved issue, appropriate and thorough 

disclosure in respect of the actuarial liabilities and shareholder profit 

entitlements would no doubt alleviate some of the uncertainty in the 

meaningful interpretation of the annual report of an insurance company. 

Business combinations A subsidiary issue is that of business combinations, which has some 

relevance in the wake of the corporate restructuring in the life insurance 

industry that has happened in South Africa recently. 

Long term insurance companies are conventionally part of a larger financial 

services group. or are at the pinnacle of a group structure. The modern 

convention appears to be for a holding company to be the listed entity, which 

in turn holds the group's insurance interests. This is certainly true for the 

recently demutualised and listed Sanlam, and it is apparent that Old Mutual 

intends to do the same by listing Old Mutual pic as a holding company on the 

London stock exchange. FirstRand was also formed as a holding company 

for, amongst others, its insurance interests (Momentum and Southern Life). 

Amongst others, issues arise as to how a parent should account for its 

insurance subsidiary (consolidate it in its entirety, or recognise the net liability, 

as for retirement benefit liabilities), and how an insurer parent should account 

for its subsidiaries. 

In the interests of consistency with the international harmonisation project, a 

robust approach to the issue of accounting for an insurance subsidiary would 

be in terms of IAS27 ·Consolidated Financial Statements and Accounting for 

Investments in Subsidiaries", where the basis premise is that "a parent which 

issues consolidated financial statements should consolidate all subsidiaries" 

(IAS27, 1994). It would seem reasonable, therefore, that a parent holding an 

insurance subsidiary should consolidate the entire subsidiary, including both 

shareholders' and policyholders' funds as they appear on the insurer's 

balance sheet. 

____________________ ~----------~~--------~~~~~~~-------11 
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The issue of fair value accounting comes to the fore in dealing with the 

consolidation of subsidiaries by insurers, since insurers very often have 

subsidiaries which are held as strategic investments rather than as operating 

subsidiaries (cf. Sanlam's holdings in Gensec and Santam, Old Mutual's 

holding in Nedcor). Questions arise as to whether or not to show such 

subsidiaries at fair value (Le. reflect a goodwill figure in the insurer's 

consolidated accounts based on the annual revision of fair value), and how to 

treat the excess of fair value over the net asset value of the subsidiary. 

Conceptually, these post-acquisition adjustments to fair value are tantamount 

to internally generated goodwill, the recognition of which is prohibited by 

IAS38 "Intangible Assets", Consequently, it seems reasonable that to reflect 

these subsidiaries held as strategic investments at fair value, and to recognise 

any excess of fair value over net assets on this basis, is unsound practice 

In South Africa, AC121 gives insurers the option of not consolidating 

subsidiaries, or of equity accounting associates, where the insurer does not 

exercise its capacity to control or significantly influence the investee, This is 

allowed on the basis that, in this instance, "consolidation and equity 

accounting do not provide meaningful information to the users of financial 

statements" (AC121, 1994). Paragraph .11 of AC121 allows insurers to 

account for these investments at fair value. Clearly, this is a treatment 

inconsistent with the deduced international line of thought noted above. 

Disclosure issues 

Presentation and disclosure give effect to the informational content of and 

usefulness of a set of financial statements. Inasmuch as this is the purpose of -disclosure, and as it pertains to life insurance companies, it should specifically 

address the issues of the actuarial liabilities and the life fund, and profit 

emergence. 

Given the unique and rather complex nature of the life insurance business, 

one issue that arises upon the consideration of insurance company accounts 

is whether or not the formats of the income statement, balance sheet and 

cash flow statement should be prescribed or not. Such prescription would 

enhance the comparability of insurance company accounts through 

12 
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standardisation, but it is conceivable that the absence of professional 

judgement in their preparation might detract from the reflection of the 

economic reality of the business. Conversely, one should perhaps also 

consider the limitations and effects of inadequate professional judgement in 

the determination of the information which is used to derive the required 

disclosures, since this would render the information disclosed less useful and 

meaningful. 

Specific considerations relating to disclosure by life insurance companies 

include: 

• the presentation of components of income and expenditure. A proper 

assessment of the drivers of profit in a long term insurance company is 

essential to an appreciation of its results. 

• investment return. It has already been appreciated that this component of 

a life insurance company's earnings renders those earnings volatile (c.f. 

reference to Metropolitan Life in Chapter 1). The issue surrounding the 

disclosure of investment return is the extent of the breakdown required, 

and its inclusion in the operating returns. Insurance companies in South 

Africa have tended to show one line item reflecting "realised and 

unrealised gains on investments", and have also recently removed this 

item from "headline earnings" on the basis that it renders the earnings 

number too volatile. It is obvious that guidance is necessary here. 

• policyholder disclosures. The questions here relate to the level of detail of 

these disclosures, as well as the separation of policyholder amounts from 

shareholder amounts. It is probably fair to say that policyholders are as 

much of an interested user group of life insurance company accounts as 

shareholders and investors are. It is also notable that a portion of the 

profit attributable to shareholders is derived from life operations and the 

application of policyholder funds. These observations must offer some 

credence to the separate disclosure of those parts of financial position 

and performance attributable to policyholders and shareholders, as well 

as the disclosure of the profit entitlements of shareholders relating to 

policyholders' funds. 

• actuarial disclosures. This remains the "unknown quantity" in a set of life 

insurance accounts. Significant narrative and quantitative disclosure is 

necessary for users to appreciate the amounts of and changes in the 
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South Africa 

actuarial liabilities and the life fund. However, the extent of such 

disclosure remains a contentious issue, since the creation of a balance 

between useful information and information overload is a difficult task. 

• financial instruments. The long-term nature of the life insurance business, 

and the associated importance of stability and risk management make 

disclosures relating to financial instruments critical. An emerging issue is 

therefore whether or not the level of detail of the disclosure requirements 

of local and international accounting standards on financial instrument 

disclosures are sufficient for the specific purposes of life insurance 

companies, or if supplementary guidance on this type of disclosure is 

necessary. 

The identification of these issues regarding disclosure by life insurance 

companies provides some background to a comparison of the South African, 

United Kingdom and Australian reporting benchmarks used in this study. 

Comparison of benchmarks 

AC121 "Disclosure in the Financial Statements of Long-Term Insurers" is the 

applicable insurance-specific standard in South Africa. Everingham and 

Watson note that "AC121 had been preceded by a Guideline, AC204 

rAccounting and Reporting Practices of Long Term Insurance Institutions,] 

(issued in 1986), which dealt with both accounting and disclosure practices of 

long-term insurers; many of its disclosure requirements were incorporated in 

. Statement AC 121, which is therefore not an entirely new document" 

(Everingham and Watson, 1998, italics added). 

It is equally important to note that there has been no development of AC121 

since its issue in 1994. As such, the standard is becoming dated. 

AC121 gives guidance as to some of the more basic disclosure requirements 

pertinent to a life insurance company (e.g. inclusion of an actuary's report, 

segmental analysis of the insurer's investment portfolio, disclosure of the 

major components of income). However, it can hardly be said to come to 

grips with the issues of the actuarial liabilities and profit emergence. All that is 

required to be disclosed in terms of the life fund are the movements on that 

fund arising from transfers to and from the income or operating statement, 

and gains or losses arising on the revaluation and disposal of investments. 
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Univ
ers

ity
 of

 C
ap

e T
ow

n

Darron West " Master of Commerce' 

United Kingdom 

With such minimal disclosure, the life fund continues to be the "black box" of 

life insurance reporting, both in terms of the composition of the actuarial 

liabilities, and how they impact on the insurer's profit figure. 

A specific anomaly in AC121 is the required disclosure in terms of paragraph 

.32, where the maturity values, capital portions retained, and death or 

disability claims pertaining to retirement annuity claims must be shown. It is 

impossible to assess compliance with such disclosure - the issue is one of 

classification only, and cannot be determined from a review of the annual 

report itself. One can only imagine that this paragraph was included in the 

statement for the preparers and auditors of long-term insurance company 

accounts. 

When compared to the international benchmarks from the United Kingdom 

and Australia, AC121 is revealed as a wholly inadequate standard for such a 

complex industry. 

Unlike South Africa, the UK insurance reporting requirements are largely 

entrenched in law. The reporting format and required disclosures are included 

in Schedule 1 to the 1993 Regulations of the UK Companies Act 1985. These 

standards of reporting implemented into UK law the European Union Council 

Directive' on the annual accounts of insurance undertakings, and were 

effective for accounting periods commencing on or after 23 December 1994. 

The Association of British Insurers CABI") has also offered guidance on 

reporting by life insurance companies in the UK, primarily in order to assist 

insurance companies in implementing the requirements of the 1993 

Regulations. For the purposes of this study, the Draft Statement of 

Recommended Practice ("SORP") dated January 1998 was used. 

The UK disclosure requirements are highly detailed. While a comprehensive 

analysis of the UK reporting requirements is not warranted here, a brief 

overview of the reporting formats and principal disclosure requirements will 

allow the reader to appreciate the analyses conducted in Chapter 4. 

The profit and loss accounts are divided between the "technical account", and 

the "non-technical account". The technical account is effectively the result of 
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life operations, being premium income, plus investment income, plus gains on 

investments, less claims paid, less changes in the actuarial liabilities, less 

expenses, less taxation attributable to the long-term business, less transfers 

to the "fund for future appropriations" (an explanation of this fund will follow). 

The result is the profit from life operations attributable to shareholders, and is 

the starting point of the non-technical account. 

Clearly then, the non-technical account represents the profit eamed by 

shareholders. It begins with the shareholders' profit arising from life 

operations, which is the amount carried over from the technical account. This 

amount is grossed up by the taxation in the technical account attributable to 

shareholders, and investment income and gains on investments (on the 

shareholders' funds) are added to it. Expenses and tax attributable to 

ordinary activities are subtracted, giving the profit attributable to shareholders 

for the financial year. 

The balance sheet is quite simple, being differentiated between assets on the 

one side, and liabilities and "capital and reserves" on the other. It is worth 

pointing out that assets held specifically to back linked liabilities are shown 

separately. This will be exactly equal to the "technical provision for linked 

liabilities" shown in the liabilities section. Users are thus able to identify 

separately that component of actuarial liabilities that varies as a function of the 

market value of the underlying assets. Any additional actuarial provisions set 

up to cover additional mortality or expense risks for this business will be 

included within the "long term business provision" (considered below). 

Furthermore, deferred acquisition costs, being the costs of acquiring 

insurance policies which are incurred during a financial year but relate to a 

subsequent financial year, must be shown as a separate asset. This covers 

the fact that for most products substantial up front commission and 

administration costs are incurred whereas product margins will come out over 

the term of the policy. In South Africa, these costs are implicit in the actuarial 

valuation. 

The "long term business provision" comprises the actuarially estimated value 

of the company's liabilities (excluding technical provisions for linked liabilities) 

including bonuses already allocated to policyholders. This is effectively the 

bulk of the "actuarial liabilities" in South African life insurance company 
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Australia 

balance sheets. The UK reporting standards also require that the provision 

for claims outstanding and provisions for other risks and charges, which are 

implicitly included in the South African actuarial liabilities, should be explicitly 

and separately shown on the face of the balance sheet. 

Certainly, one of the more interesting phenomena on a UK insurance 

company's balance sheet is the "fund for future appropriations". This amount 

represents all funds, the allocation of which to either policyholders or 

shareholders has not been determined by the end of the financial year. For a 

traditional with-profits company this is likely to be a substantial number. In 

South Africa, this amount has historically been referred to as the "balance of 

excess" which has been included in the life fund. 

The UK standards clearly differentiate between the results of life operations 

(policyholders' funds), and the profit attributable to shareholders as a result of. 

the life operations and the investment return on shareholders' funds. Also, the 

uncertainty associated with the ownership of the "fund for future 

appropriations" is not hidden in a generic life fund, but shown separately. The 

UK therefore offers some very explicit guidance which South African 

companies would do well to emulate in rendering their financial statements 

more useful. 

Australia released ED73 "Financial Reporting of Life Insurance Business" in 

1996. While not as detailed in its disclosure requirements as the UK, it still 

requires disclosure of details that address the economic reality of the life 

insurance business, which the South African AC121 fails to do. 

An important environmental element to consider when comparing Australian 

reporting requirements with those of South Africa is the fact that Australian life 

insurance companies must have several life funds, differentiating between: 

• Investment linked funds, which include 

• the Australian ordinary fund, and 

• the Australian superannuation fund; 

• Non-investment linked funds, which include 

• the Australian ordinary participating/non-participating fund, 

• the Australian superannuations participating/non-participating fund, and 

17 
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• the New Zealand ordinary participating fund. 

This differentiation becomes an issue when disaggregated information 

(balance sheet and income statement items) relating to each of these funds is 

required to be shown. This is clearly less relevant in South Africa, where 

companies utilise just a single life fund. 

The format of the "statement of financial performance" is remarkably like that 

of South African life insurance companies. The explicit differentiation between 

shareholders and pOlicyholders, and the result of life operations attributable to 

shareholders, as in the UK, is not evident. A generic "amounts paid or 

allocated to policyholders" is shown before the "operating profit before tax". 

However, the derivation of this amount is evident from the abundance of 

supplementary actuarial disclosure given in the notes to the financial 

statements. 

The balance sheet is also very similar to those produced by South African life 

insurers, with the actuarial liabilities being shown as a single line item "policy 

liabilities". The note disclosure associated with this simple line item is 

extensive, though, and produces information highly pertinent to the 

appreciation of the actuarial liabilities: actuarial assumptions need to be 

defined and quantified in detail. There has been some criticism that the extent 

of this actuarial disclosure is excessive for the needs of users, and represent 

information overload (Bartlett, 1997). However, it must be said that the 

disclosure of these assumptions renders the financial accounts of insurance 

companies somewhat comparable with one another, as well as making the 

actuary responsible for the valuation of the policy liabilities accountable for the 

justification of his assumptions used. 

As with the "fund for future appropriations" in the UK, Australian life insurance 

accounts separately disclose "other retained profits", being retained profits not 

wholly attributable to shareholders, with an explanatory note defining the basis 

upon which the amounts in "other retained profits" would be distributable to 

shareholders. This type of disclosure, as has been noted previously, is absent 

from South African reporting. 
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Summary 

The South African insurance reporting standard, AC121, is clearly deficient in 

comparison to the UK and Australian benchmarks used. It cannot be said that 

the respective industries are so dissimilar that any of the disclosures required 

by the international standards are not applicable to South African life 

companies. 

While the international benchmarks make a concerted effort to address the 

specific issues relating to life insurance reporting, being the actuarial liabilities 

(included in the life fund) and profit reporting, the South African standard 

avoids these aspects. 

With this background, the rest of this dissertation examines the detail of the 

respective reporting requirements and the usefulness, or lack thereof, of 

reporting by South African life insurance companies. 
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Approach 

Limitations 

Chapter 3 
Research design 

Research questions 

The research questions detailed below follow from the research problem and 

its sub-problems as set out in Chapter 1: 

1. Is the extent of disclosure by South African life insurance companie~ 

consistent with the requirements of ~reportjng standards? , 
2. Is the extent of disclosure by South African life insurance companies 

~-

inadequate in relation to international reporting standards? 
, - --

3. Was there a significant increase in the extent of disclosure by South 

African life insurance companies from 1993 to 1995? 

4. Have South African life insurance companies offered significantly more 

disclosure from 1995 to 1997? 

5. Have international insurance reporting standards significantly influenced 

the extent of disclosure by South African life insurance companies? 

Methodology 

The research problem has been investigated by: 

1. The compilation of disclosure checklists to score the extent of disclosure by 

South African life insurance companies, using the respective local and 

international benchmarks referred to in Chapter 1, over the period from 

1993 to 1997. 

2. The evaluation the results of these scores statistically and qualitatively to 

test the hypotheses referred to above. The statistical methodology 

followed is explained later in this section. 

The scope of the study is limited as follows: 

1. This dissertation will not consider the measurement of assets or liabilities 

from either an accounting or an actuarial perspective. 

20 
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Assumptions 

Sample 

2. Only disclosure specific to life insurance companies as enunciated in 

insurance reporting standards will be evaluated, as opposed to pervasive 

disclosure requirements applicable to all companies. 

The following principal assumptions have been made: 

1. The provision of current and additional disclosure is costless. 

2. All required disclosure can be provided by all life insurance companies 

without prejudice. 

3. International disclosure requirements are in the public domain and are 

known to South African life insurance companies. 

4. The current local and international disclosure requirements enunciated in 

standards and exposure drafts are representative of the ideal, and as such 

may be retrospectively applied as standard benchmarks when evaluating 

company compliance. 

The sample of annual reports of life insurance companies for financial years 

ended 1993 to 1997 will include the ten largest companies based on the Life 

Offices Association (" LOA") Circular 2/98, and African Life Assurance Ltd 

("Aflife"). 

• This sample embodies more than 97% of the total assets and over 95% 
~ '-_':: :-A..:... 

of the total income of the population of life insurance companies in 

South Africa (Life Offices Association, January 1998) . 

• Af/ife has been included in the sample as, although it has not been 

included in the ten largest offices per the LOA statistics, its market 

capitalisation at the end of 1997 exceeded that of Commercial Union, 

Norwich and Sage. Given this indicator of size, it seems sensible to 

include the company in the sample. 

Barring the two mutual insurers. Sanlam and Old Mutual, all the other nine 

companies in the sample are listed. The choice of this sample is justified by 

virtue of the use of the annual financial statements of listed companies to 

make investment decisions. This is one of the cornerstones of the conceptual 

framework (ACOOO) of accounting in South Africa. Hence, inasmuch as the 

nature and extent of disclosure is being used as a proxy for usefulness in this 

dissertation, the evaluation of listed life insurance companies is appropriate. 

21 --------------------------------------------------------------------------
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Data capture 

The two mutual insurers have been selected not only on the basis of their size 

and dominance of the industry in South Africa, nor only because of their 

extensive policyholder bases (Le. the envisaged users of their financial 

statements), but also because of Sanlam's demutualisation and listing in 

1998, and Old Mutual's intention to do the same in 1999. These actions will 

place these two companies in the same reporting paradigm as the already 

listed life insurers - hence, the criterion of usefulness applies equally to their 

annual financial statements. 

The full sample of companies examined are listed in Appendix C. 

The disclosure checklists are included in Appendix D. 

The annual financial statements of each of the companies in the sample were 

obtained for each of the years from 1993 to 1997 (inclusive of those 

respective years). 

These financial statements were then carefully scrutinised for the various 

disclosure attributes which have been tabulated in the disclosure checklist 

spreadsheets. 

Scoring was conducted as follows: 

• 1 point was awarded for compliance with an attribute·. 

• Y2 point was awarded for partial compliance. Partial compliance is noted in 

cases where either only a component of a disclosure attribute requiring 

more than one component is disclosed, or where a separate disclosure 

requirement is incorporated with some other disclosure attribute. The 

effect of this classification is to indicate where information is shown, but its 

usefulness is compromised by a lack of complete transparency, which full 

compliance would otherwise provide. 

• 0 was awarded for non-compliance. 

• no score was noted if compliance with the attribute was indeterminate or 

irrelevant. This prevents results from being skewed by indeterminate 

attributes, since these items do not affect either the numerator or the 

denominator of the percentage disclosure score. 
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Statistical methodology 

Introduction 

Normality of data. 

ANOVA 

In order to render comparisons meaningful, the scores for each company 

within the respective countries' disclosure checklists were reduced to 

percentages. These percentages were calculated as the aggregate score 

divided by the number of applicable attributes. This was done to avoid 

prejudicing companies for whom certain attributes were not relevant. 

The scores for each of the companies across all the years and within the 

respective sets of disclosure requirements are included in Appendix E. 

In order to appreciate the results of the analysis in Chapter 4, an explanation 

of the statistical tests used and the rationale behind the qualitative analysis is 

included below. Analysis of Variance (including Scheffe's method of multiple 

comparisons) was used. The manner in which this technique was applied to 

the data is also explained. 

Given the limited sample size, normality of the data could not be assumed; 

hence, conventional parametric statistical analysis would not necessarily have 

yielded sound results. Consequently, the non-parametric Spearman's rank 

correlation coefficient and Analysis of Variance (ANOVA) were used. 

ANOVA is a robust parametric test where the conclusions are approximately 

true for non-normal populations where sample sizes are about equal. These 

circumstances are applicable to the data used in this dissertation. 

ANOVA tests three or more sample means for equality. There are three types 

of ANOVA: 

• One factor ANOVA. which tests whether the population means of a number 

of samples (treatment variables) are equal, against the alternative 

hypothesis that at least one mean is different from the rest; 

• Two factor ANOVA. which is applicable where a second factor (blocking 

variables) could account for some of the variability observed within the 

sample means, and 

• Two factor ANOVA with replication (or interaction), which also detects 

whether certain combinations of treatment and blocking variables give rise 

to variability within the samples. 

23 
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Table 1: ANOVA formulas 

Source of variation 

Between treatment 

levels 

Between blocking 

levels 

Interaction effect 

Residual 

(unexplained) 

Total 

where: 

"Mathematically, the relationship between the variations in the dependent 

variable's responses can be expressed as follows: 

Total variability:: explained variability (due to treatment variables, blocking 

variables and interaction effects, where appropriate) + unexplained 

variability" (Wegner, 1996, italics added). 

The extension of the ANOVA method to include blocking variables and 

interaction effects is in order to reduce the unexplained variability, where 

possible. 

For each source of variation (treatment and blocking variables, any effects of 

interaction and the residual or unexplained variation). a sum of squares is 

determined. This is divided by the degrees of freedom of the source of 

variation to arrive at the mean square. The means squares of each of the 

sources of variation are in turn divided by the mean square for error (the 

unexplained variation) to arrive at an F-ratio for the treatment variable, and the 

blocking variable and interaction effect. These measures are represented in 

the table below: 

Sum of squares Degrees of freedom Mean square F-ratio 

r SSTR MSTR 
S:iJR=~j-Yj (r-1 ) MSTR=--

MSE ;=1 r-1 

b SSB MSB 
§B= lJrty,. -Y} (b-1) MSB=- --

b-l MSE ;=1 

r b SSJ MSJ 
SS=~-r..0+Yj (b-1)(r-1) MSJ= --

)=11:4 (r -l)(b -1) MSE 

r b n SSE 
YE= LLLir~, -Xi rb(n-1) MSE= 

rb(n-1) r-I~..,j 

r b n 

$T=ILLir~,-Y} nrb-1 
r-I~..,j r 

n = the number of repeated measures per combination of treatment and blocking variable levels 

r = the number of treatment variable levels (samples) 

b = the number of blocking variable levels 

Y :: the overall mean 
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r.}. :: the jth treatment level mean 

ri .. :: the jth blocking level mean 

r ij. :: the mean of repeated measures for the r treatment level and the ith blocking level 

Scheffe's method 

Wegner. 1996 

The F-ratio is the most crucial statistic, since where the calculated ratio 

exceeds the critical ratio (with degrees of freedom being those of the variable 

under consideration, and the residual degrees of freedom) at a specified 

significance level, the null hypothesis of equality of the means is rejected. 

Where a test is rejected, the next step is determine between which pairings 

the significant differences exist. To do this, Scheffe's method of multiple 

comparisons is used. 

Wegner (1996) demonstrates that this method identifies which pairs of means 

differ significantly from one another. Absolute differences between each pair 

of means are compared against a calculated critical range. The calculation 

for the critical range is as follows: 

Equation 1: Critical range for Scheffe's method 

Where: 

df is the number of degrees of freedom for a variable 

F is the determined F-Statistic (F-critical) for the specified significance (a.) and 

the appropriate degrees of freedom of the variable in question (df1) and the 

residual degrees of freedom (dfE) 

cr is calculated by the following formula: 

Equation 2: Sigma in the critical range 

a == [_1 +~] .MSE 
n" nq 

where: 

nj is the sample size of the j'h variable 

MSE is the mean square error (the within sample variation) 
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evaluation 

Application 

Hypotheses 1 and 2 

(Extent and adequacy 

of reporting) 

The absolute values of the sample means are compared to this critical range. 

Where the difference is less than the critical range, it is not significant. Where 

a difference is greater than the critical range, the difference is significant and 

is giving rise to the rejection of the ANOVA null hypothesis. 

The annual reports of the respective companies in the sample were examined 

for instances of increments in the extent of compliance with the three 

benchmarks used, comparing the changes from 1993 to 1995, and from 1995 

to 1997. 

To derive these results, the differences between the disclosure attributes for 

each of the companies in the sample between the respective years were 

determined from the same test data as was used for the previously mentioned 

statistical tests. This data was then tabulated. 

Since the statistical significance of the differences in the extent of reporting 

between the benchmarks and between the years under consideration was 

determined by the ANOVA testing already described, the incremental 

disclosure evaluation was not subjected to any specific statistical test. 

These methods set out to test the significance of the difference between the 

current actual compliance with the respective insurance reporting standards 

(denoted by the scores collated using the disclosure checklists) and ideal 

compliance with those standards. 

In this case, it seems sensible only to examine the 1997 annual financial 

statements of the companies in the sample, since this will give an indication of 

the current (and most relevant) status of the extent of disclosure. 

The extent of compliance by the sample of companies with the three 

respective benchmarks is evaluated discursively with reference to tabulations 

of areas of non-compliance identified by an examination of the disclosure 

scores of the sample of companies. 
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Hypotheses 3 and 4 

(Changes in the extent 

of disclosure) 

Hypothesis 5 

(Influence of international 

ANOVA is used to test for the significance of differences in the extent of 

disclosure provided under the respective benchmarks used. 

The ANOVA method is used to test the significance of the differences in the 

disclosure scores of the sample of companies between the respective 

benchmarks and years under consideration. 

In the case of the comparison of the extent of compliance with the three 

benchmarks, where the F-value exceeds the critical F-value, evidence exists 

of a significant difference between at least one benchmark's mean and the 

others. Scheffe's method is then used to identify between which pair of 

benchmarks the difference exists. 

Similarly, the s!ignificant differences in the extent of compliance between the 

respective years being examined are identified. 

benchmarks) The extent of influence of the international benchmarks on the nature is 

examined by way of a discursive evaluation of the results of the other tests 

conducted and commentary raised on those resujts. referring specifically to 

the instances and extent of the incremental disclosures offered by the sample 

of companies in terms of the international benchmarks used. 

Summary 

It is important to note the difference between association and causality in 

regard to this hypothesis. While evidence may exist of an association 

between the extent of the disclosure given by the sample of companies 

evaluated and the requirements of the international benchmarks, this does not 

of itself prove a causal influence of the international benchmarks on local 

reporting. This factor will be examined in the analysis of the results pertinent 

to this hypothesis. 

The application of the statistical and other methods to the hypotheses is 

summarised in the table below. The "population" referred to in some of the 
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hypotheses is the population of life insurance companies in South Africa, from 

which the sample has been drawn. The population mean is therefore the 

mean disclosure score determined by the evaluation of the extent of 

compliance by the sample with each of the reporting benchmarks (SA, UK, 

Australia) used. 

The column "Hypotheses" details the intuitive hypotheses developed in 

Chapter 1. The column "Statistical hypotheses" gives the appropriate 

hypotheses for the respective methodologies applicable to each hypothesis. 

The Ho's and H1's in the respective columns are not necessariily comparable, 

since the null hypothesis in the intuitive hypothesis could be proved by the 

alternate hypothesis of the statistical method followed. This is as a result of 

the design of the statistical tests. However, this anomaly has no impact on, 

the results of the statistical tests or the interpretation thereof. 

28 
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Table 2: of "" .... n''' .. :: .. '', .. , and method 

Main problem: Hypothesis 1 

He: The extent of disclosure satisfies the requirements of 

local standards. 

HI: The extent of disclosure does not satisfy the 

lirpmpntll: of local standard. 

Ho: The extent of disclosure satisfies the requirements of 

international standards. 

HI: The extent of disclosure does not satisfy the 

Ho: There was no significant in the extent of 

disclosure between 1993 and 1995. 

H,: There was a significant change in the extent of 

disclosure between 1993 and 1995. 

Ho: Companies have not 

since 1995. 

better with benchmarks 

:n"",j:I,"".,,,, have I'l"If'l'lnliipri better with benchmarks since 

Ho: International insurance standards have not influenced 

reporting by South African life companies. 

Hf International insurance standards have influenced 

r"' ... ' .... rt'nn by South African life r.nrnn~lni~.", 

Statistical nVI"Il"IrnA!=AI'I (where applicable) a 

Qualitative evaluation of scores and ANOVA testing of the 

significance of the difference between the actual level of 

compliance and the ideal. 

He: Actual and ideal population means are equal. 

H,: Actual and ideal population means are different. 

Qualitative evaluation of scores and ANOVA testing. ANOVA 

is used to test for the significance of differences in the extent 

of disclosure between each of the benchmarks. 

Ho: All means for scores across all benchmarks 

are equal. 

H,: At least one population mean is different. 

ANOVA. 

Ho: All means for scores across years are 

H,: At least one population mean is different. 

AN OVA. 

Ho: All population means for scores across years 

At least one pOI~UIi:lln;ln mean is different. 

Discursive evaluation. 
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Chapter 4 
Analysis of results 

Hypothesis 1 

Compliance with local standards 

A tabulation of the disclosure scores (described in Chapter 3) is included in 

Appendix E. 

The disclosure scores for all of the companies were subjected to ANOVA 

testing, with the companies themselves as the treatment variables, and the 

actual and ideal disclosure scores as the blocking variables. The disclosure 

results of the ANOVA tests are included in Appendix G. The ANOVA test 

results in respect of this hypothesis may be summarised as follows: 

• The F-value for the variation between the actual scores and the ideal 

(33,19) far exceeded the critical F-value (4,97). implying that the actual 

scores ~iffer significantly from the ideal scores. 

• Scheffe's method is not necessary, since only two blocking variables were 

tested. 

This result corroborates the intuitive observation that actual compliance with 

the local standard is not complete, although this is mitigated by the subjective 

observation that the minimum level of compliance is 78%. The statistical 

result, in isolation, reflects a more compromising situation than prevails in 

reality. 

Therefore, a useful exercise is to identify the nature of those aspects of 

disclosure which have compromised the scores shown in Appendix E. Only 

the 1997 results of the respective companies were examined for such non­

compliance, since these results are clearly the most relevant of all those that 

were examined. 

Tablea below are the areas of non-compliance with the local standard on 

insurance accounting, with the average compliance rate (expressed as a 

percentage) across all companies. 
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Table 3: Instances of disclosure " .... "_,.,~ml~lI"'n,.. .. - South Africa: 1997 

Standard Disclosure 

reference 

Rate of 

compliance 

with omissions 

AC121.26 Reinsurance premiums [Note 11 
AC121.27 Reinsurance benefits [Note 1] 

AC121.38 

AC121.15 

AC 121.27(f) 

AC121.33 

AC121.33 

AC121.25 

AC121.26 

The fact that the insurer manages assets on behalf of 

third parties, and the fair value of such managed 

assets 

A segmental analysis of the total equity investment 

Group scheme terminations 

Operating/management expenses in total, excluding 

sales remuneration 

Sales remuneration disclosed 

The of investment income, such as 

nlv'II'IF!I'I'I!l: net rentals and other income 

of from 

and disclosed in the following 

a) Individual 

b) Individual 

c) lump sum 

d) Group other 

AC121.13(d) A statement of cash flow information 

AC121.14 Details of movements in the life fund distinguishing 

between: 

AC121.21 

a) Transfers to and from the income or operating 

statement 

b) The or losses on revaluation and 

disposal of investments 

Inclusion of a statement of actuarial values of assets 

and liabilities in the actuary's report 

9% All 

9% All 

Metropolitan 

Metropolitan 

45% Commercial Union, 

Metropolitan, Southern, Aflite 

73Cljo Commercial Union, Southern 

82% Commercial Union and Old Mutual 

82% Momentum and 

82% Momentum and 

86% Partial by Sage 

91% 

91% 

91% 

91% 

Aflife 

by Southern 

91 % Commercial Union 

91% Southern 

95% Partial compliance by Southem 

95% Partial compliance by Southern 

Note 1: Refer to 3 for the treatment of these disclosure requirements in the process. 

Principal omissions 

Reinsurance 

ltis 

• 
• 

table above that the principal areas of non-compliance with 

in 1997 were: 

of reinsurance premiums 

of the fact that the insurer 

and the fair value of such 

non-disclosure of reinsurance 

on behalf of third 

assets. 

explain. AC121 only requires these attributes 

"'''''''''''TI'Pe: is fairly simple to 

disclosed if material. 
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Managed assets 

Consolidation and 

equity accounting 

Discussion with various authoritative persons in the South African insurance 

industry indicates that reinsurance in the South African life insurance industry 

is not that extensive. Reinsurance could be construed as something of an 

issue at Metropolitan Life, since it has historically underwritten the lower 

income segment of the market, and hence borne somewhat higher risks than 

other life insurance companies. Some comfort should be taken from the fact 

that all of the companies in the sample were audited, and that reinsurance 

premiums and benefits, if material, would have been disclosed upon the 

recommendation of the auditors. 

A more curious omission by some 55% of the sample was that of the 

disclosure of the fact that the insurer manages assets on behalf of third 

parties and the fair value of such assets. The information is clearly important, 

since it provides insight into the composition of the insurer's income Le. what 

proportion of income is derived from asset management operations, and what 

proportion is derived from pure life and underwriting activities. Conceivably, 

the companies which omitted this disclosure either have minimal managed 

assets (which is unlikely, given the rise of this type of business), or are less 

inclined to provide evidence of the mix of their income, which could potentially 

compromise the market rating of the company if such a mix is unfavourable. 

One aspect of disclosure which has the potential of being compromised, but 

where such non-compliance would be indeterminate from the information 

included in the annual financial statements, is the requirement of AC 121.16 

that where consolidation or equity accounting is not appropriate, 

(1) the details of investments that represent a significant proportion of 

the insurer's net assets be disclosed, 

(2) the carrying values in aggregate be categorised in those over which 

the insurer has: 

a) the ability to exercise control 

b) joint control 

c) significant influence 

d) no influence. 

Where a company offers no such disclosure in this regard, one of two 

conclusions is applicable: 
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Optional taxation 

disclosure 

Summary 

1. The disclosure is irrelevant or inapplicable, and so has been omitted, or 

2. The disclosure is indeed applicable, and therefore an instance of non­

compliance is identified. 

However, it is impossible to differentiate between these options from the 

information included in the annual financial statements. In almost all 

instances, this attribute was scored as "indeterminate". 

Another disclosure attribute worth mentioning is the optional disclosure 

recommended by AC121.35 of the tax charge relating to each of the individual 

policyholder fund, the company policyholder fund and the corporate fund. It is 

certain that all of the companies in the sample have such information, as they 

are required to submit it to the South African Revenue Service. However, 

there is not one instance of compliance with this optional requirement. Again, 

this is conceivably the result of one, or both, of the following reasons: 

1. Companies are loath to disclose any more than the minimum required. 

2. Companies perceive this disclosure as trivial and of little value. 

It is noteworthy that in the UK, taxation attributable to the shareholders' funds 

and the policyholders' funds is required to be shown separately. 

Given that the local standard is fairly simplistic in its disclosure requirements 

when compared to its international equivalents, it is disconcerting to note the 

instances of non-disclosure identified above, albeit that they are limited. It 

would no doubt be useful if life insurance companies explained in their 

financial statements why they have deviated from the required disclosure 

when they do so. Users may then be able to make an informed decision as to 

the justification for the omission. It is incumbent upon the auditors of the 

respective life insurance companies to ensure that their clients provide full 

disclosure where this is required, and that their clients justify the omission of 
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Hypothesis 2 

Compliance with international standards 

The disclosure scores for all of the companies were subjected to ANOVA 

testing, with the years 1993 to 1997 as the treatment variables, and the 

respective reporting benchmarks as the blocking variables. The data was 

also tested for interaction (Le. whether or not any combination of year and 

benchmark yielded a result that was significantly different from the rest). Both 

the disclosure scores and the results of the ANOVA tests are included in 

Appendices E and G respectively. The ANOVA test results in respect of this 

hypothesis may be summarised as follows: 

• The F-value for the variation between benchmarks (441,71) far exceeded' 

the critical F-value (3,06), implying that at least one benchmark's mean 

differed from the rest. 

• Scheffe's method showed that, at a 95% level of confidence, significant 

differences exist between the South African standard and the United 

Kingdom standard (absolute value of difference of 40,74 against a critical 

range of 13,22), and between the South African standard and the 

Australian standard (absolute value of difference of 42,70 against the same 

critical range). 

• The difference between the United Kingdom standard and the Australian 

standard was not significant (absolute value of difference of 1,97 against 

the same critical value above). 

These results suggest that the South African standard is inadequate relative 

to the other two benchmarks. since the disclosure provided by South African 

life insurance companies in terms of local disclosure requirements has been 

shown to be significantly different from that required by the international 

benchmarks used. This is further supported by the fact that the difference in 

the extent of compliance by South African life insurance companies between 

the two international benchmarks was not significant (i.e. at a 95% level of 

confidence, the extent of compliance with these standards was equally poor). 

It would therefore be useful to identify those requirements of the international 

benchmarks that were not satisfied by the South African companies. 
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United Kingdom Non-compliance with the United Kingdom benchmark was quite pervasive. 

This was a result of the considerable detail required by the United Kingdom 

standard. There were also a number of disclosure attributes for which 

compliance was indeterminate. Only those attributes with which companies 

did not comply are tabled below; for the reasons noted in Chapter 3, 

indeterminate attributes are not included. 

Table 4: Instances of disclosure non-compliance - United Kingdom: 1997 

Standard Disclosure required Rate of Companies with omissions 

reference compliance 

Technical account 

1Sch.7(3) a) Gross premiums written 9% All but Metropolitan 

b) Outward reinsurance premiums 9% All but Metropolitan 

1Sch.2(3) Unrealised gains on investments [may also be shown in 64% Partial compliance by Metropolitan, 

a "revaluation reserve1 Momentum, Norwich, Old Mutual, 

Sage, Sanlam, Southern. Aflife 

1Sch.7(3) Claims incurred, net of reinsurance 

a) Claims paid 

-gross amount 9% All but Metropolitan 

-reinsurer's share 9% All but Metropolitan 

1Sch.7(3) b) Change in the provision for claims outstanding 0% All 

1Sch.7(3) Changes in the Long term business provision, net of 91% Momentum 

reinsurance 

1Sch.7(4) Changes in Provisions for linked liabilities 9% All but Sanlam 

Bonuses and rebates. net of reinsurance 0% All 

1Sch.2(3) Net operating expenses 82% Momentum 

1Sch.2(3) Investment expenses and charges 5% Partial compliance by Commercial 

Union. All others. 

Transfers to the fund for future appropriations 10% All but Sanlam 

Non-technical account 

ABI,176 Tax attributable to shareholders' profit 10% All but San lam 

1Sch.2(3) Investment income 15% Partial compliance by Sanlam. All 

others but for Commercial Union. 

Unrealised gains on investments [may also be shown in 25% Partial compliance by Sanlam. All 

a "revaluation reserve1 others but for Liberty. 

1Sch.2(3) Investment expenses and charges 5% Partial compliance by Commercial 

Union. All others. 

1Sch.Part 1 Assets 

Assets held to cover linked liabilities 0% All 

Reinsurers' share of technical provisions 0% All 

Deferred acquisition costs 0% All 

1 Sch.11 Include managed funds in the company's balance sheet 45% Commercial Union, Fedsure, 

[per SA GAAP - as a footnote to the balance sheet] Metropolitan, Sage, Southern. Aflife 
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1Sch.28(2) 

ASI,1SS 

ASI,1S9 

ASI,174 

1Sch.77(1), 

1 Sch.76(2) (b) 

(ii)-(iii) 

Liabilities 

Fund for future appropriations 

Technical provisions 

Claims outstanding 

Technical provisions for linked liabilities 

Notes 

Accounting policies relating to: 

Premiums 

Bonuses 

Investments 

-investment income and expenses 

-investment gains 

Long term business provision 

Valuation method 

Implicit or explicit provision for reversionary bonuses 

Allocation of surpluses and fund for future 

appropriations 

Gross up of transfer to shareholder's profit from 

technical account by attributable tax. 

Deferred acquisition costs 

Segmental analysis differentiating between: 

a) Gross premiums written 

Recuning and single premiums 

Non-participating business 

Participating business 

Linked business 

ABI,181 b) Gross new business premiums 

ASI,181 Basis of new business recognition 

ASI,177; Reinsurance payable in respect of long term business 

1Sch.76(1) (b) 

1Sch.Part1 

Investment return summary 

Long term insurance business 

Investment income 

Income from land and buildings 

59% Liberty. Metropolitan, Momentum, old 

Mutual. Partial compliance by 

Southern. 

0% All 

9% All but Sanlam 

95% Partial compliance by Aflife 

0% All 

45% Metropolitan, Momentum. All others 

partial compliance but for 

Commercial Union. 

82% Metropolitan, Sanlam 

91 % Commercial Union 

68% Old Mutual, Aflife. Partial 

compliance by Metropolitan, 

Momentum, Sage. 

27% All but Norwich, Sage and San lam 

0% All 

0% All 

0% All 

0% All 

0% All 

9% All but Norwich 

0% All 

9% All but Metropolitan 

82% Sage, Southern 
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1Sch.73(4) 

1Sch.73(4) 

1Sch.73(4) 

1Sch.Part1 

1Sch.78 

1Sch.28(3) 

1Sch.28(3) 

1Sch.46(2) 

ABI,1S7 

Income from listed investments 

Income from other investments 

Gains on the realisation of investments 

Detail on investment expenses and charges 

UnreaJised on investments 

Net investment return included in the long-term business 

technical account 

Total investment return 

etc] and b) {debt !,:p.fmril'iA!li the 

t:>1'r,'ntf'.:>1 provision for linked liabilities 

to be segmented between the following classes 

Pensions. Annuities -

since previous year 

Aflife. Partial compliance 

by Commercial Union, Fedsure. 

86% Southern. Partial compliance by 

Fedsure. 

50% Momentum. Partial compliance by 

all others except Commercial Union. 

9% All but Commercial Union 

59% Partial compliance by all except 

Commercial Union, Momentum with 

full compliance 

,.-""u"",",,e. Metropolitan, Norwich, Old 

Mutual, Southern, Aflife 

64% Old Mutual, Southern. Partial 

Ico'mCillal"lce by Momentum, 

Norwich, Aflife. 

0% All 

82% Momentum, 

86% Partial compliance Metropolitan. 

Norwich, Southern 

0% All 

0% All 

9% All but San lam 

77% liberty, Old Mutual. Partial 

compliance by Southern. 

0% All 

0% All 

0% All 

73% Old Mutual, Metropolitan, Southern 
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Basis of determination of deferred tax relating to long 

term business provisions 

0% All 

1 Sch.P&L(5) Amount charged for bonuses and rebates 0% All 

Principal omissions The detail of the disclosure attributes omitted from the 1997 annual financial 

statements of the sample of life insurance companies is evident from the 

tabulations above. While South African life insurance companies cannot 

necessarily be expected to comply with this level of detail, attempts could 

perhaps be made to provide the following generic disclosures, which can be 

derived from the detailed omissions above: 

• gross premiums and claims, with reinsurance shown separately. The 

reasons for these omissions have already been considered under 

"Hypothesis 1" earlier in this chapter. 

• detail an the actual balances of and changes in the actuarial liabilities, 

differentiating between the provision for claims outstanding. the provision 

for linked liabilities and the lang term business provision. These attributes 

have been omitted from disclosure by South African life companies simply 

because this level of detail is nat required by any standard. There may be 

an argument from same quarters that only an actuary could reasonably be 

expected to understand these types of disclosures - however, one of the 

premises of financial reporting is the assumption that "users are assumed 

to have a reasonable knowledge of business and economic activities and 

accounting and a willingness to study the information with reasonable 

diligence. However, information about complex matters that should be 

included in the financial statements because of its relevance to the 

economic decision-making needs of users should nat be excluded merely 

an the grounds that it may be tao difficult for certain users to understand" 

(ACOOO, 1990). 

• fallowing from the above, the principal assumptions relating to mortality in 

the calculation of the actuarial liabilities, segmented between the various 

classes of business (life, pensions, annuities, further differentiating 

between partiCipating and nan-participating business). Disclosure of these 

assumptions is necessary to understand the basis of the determination a 

the amounts indicated in the previous paint. 

• detail an expenses, specifically' including, and disclosing separately, 

investment expenses and charges. Expense control is one of the major 

profit drivers in the operating profit of a life company. The separate 
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disclosure is expenses relating to investment income is necessary, as 

investment management is a separate part of the life insurance business, 

and should therefore be capable of being evaluated as such. 

• the amount transferred to shareholders as a result of life operations (the 

"fund for future appropriations"). It is important to indicate to both 

policyholders and shareholders the amount accruing to shareholders from 

the policyholders. The fund for future appropriations is discussed in 

Chapter 2. In most South African life company accounts, the fund for 

future appropriations has arisen purely as the "balance of excess", being 

that portion of the actuarial surplus not directly attributable to share capital, 

distributable reserves and non-distributable reserves. Explicit disclosure of 

transfers to this "balance of excess" have not been evident. 

• detail on the basis of allocation of surpluses and the fund for future 

appropriations. This follows from the point above, and is necessary both to 

enable extrapolation of shareholder surpluses, as well as to render the 

basis of such transfers comparable between companies. 

• separate identification of the investment income, unrealised gains on 

investments, investment expenses and charges and taxation attributable to 

shareholders. While profit from life operations is transferred from 

policyholders' funds to shareholders' funds, the shareholders also earn a 

return on the assets in the shareholders' fund. This type of disclosure 

enables users to assess the performance of the shareholders' "portfolio" 

relative to other benchmarks. 

• segmentation of assets on the basis of the kinds of policies that they 

support. Disclosure of this information provides evidence of the exposure 

of shareholder'S capital to policyholders. It also illustrates the mix of 

products of the life insurer, and so makes earnings predictions somewhat 

more educated, if the profitability and investment return on these products 

can be determined. 

• accounting policy relating to bonuses. Since shareholders often participate 

in certain reversionary bonuses, this attribute also aids the analysis and 

extrapolation of shareholder earnings. 

• the amounts charged for bonuses and rebates to be explicitly disclosed. In 

South Africa, these amounts are implicit in the Financial Soundness 

Valuation ("FSV') method of determining actuarial liabilities. Given that 

some portion of profit attributable to shareholders is a function of bonuses 
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Summary 

Australia 

and rebates declared to policyholders, disclosure of such information is 

useful. 

.. deferred policy acquisition costs. These deferrals arise as a result of the 

profit recognition policies of a life company. In South Africa, the FSV 

determines how profit is released over time; hence it is reasonable to think 

that deferred acquisition costs are inherent in the actuarial liabilities. 

Useful disclosure might therefore be to indicate the extent of such cost 

deferral in the FSV basis. 

.. segmental analysis of gross premiums written, further differentiating 

between existing business and new business. This disclosure would give 

an indication of the increase in market share of the life company when 

compared to others. However, the measurement and recognition of new 

business may well have to be standardised, or the basis of new business. 

recognition would need to be clearly described in order to render such a 

number comparable with other companies. 

.. an investment returns summary, showing separately the gains from the 

realisation of investments, for returns attributable to policyholders and 

shareholders respectively. Investment return is conceivably one of the 

more volatile aspects of a life insurer's profit. Such a summary enables the 

user to accurately assess the impact of investment return on shareholder 

and policyholder funds. In South Africa, realised and unrealised gains have 

conventionally been aggregated. 

The UK benchmark is clearly far more exacting in its disclosure requirements 

than either the South African standard, or the Australian benchmark. The 

most obvious reason for the omissions by South African insurers is simply that 

they have never been and are still not required to disclose that type of detail, 

despite the merits thereof. However, it is probably equally true that the UK 

standard's level of detail could be overwhelming to users. 

While the disclosure requirements of the Australian benchmark are somewhat 

less onerous than those of the UK, there remain several similarities in the 

nature of non-compliance by South African life companies. This presents a 

clear indication of the specific areas in which the current. South African 

standard is deficient. The instances of non-compliance with the Australian 

standard which are similar to the instances of non-compliance with the UK 

standard are noted as such in the commentary that follows the table below: 
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Table 5: Instances of non-compliance - Australia: 1997 

Standard Disclosure required Rate of Companies with omissions 

reference compliance 

ED735.2 The financial report of a life insurer should include: 

b) disclosure of movements in equity in a note or in the 73% Norwich, Sage, Aflife 

statement of financial performance 

d) statement of cash flows 91% Commercial Union 

ED7315.2 The financial report must include a brief description of 18% All but Sanlam; partial compliance by 

the tax regime applying to the life insurer and disclose Liberty and Southern 

the basis on which carrying amounts of deferred tax 

assets and liabilities have been determined. 

ED7316 Financial Qerformance disclosures 

c) investment revenue, showing revenue from: 

- equity securities 91% Southern 

- debt securities 91% Southern 

- properties 82% Southern, Sage 

- other 45% Commercial Union, Fedsure, Old 

Mutual, Sanlam. Southern, Aflife 

e) outwards reinsurance expense 9% All but Metropolitan 

f) operating expenses, showing: 

- policy acquisition expenses 0% All 

- policy maintenance expenses 0% All 

- investment management expenses 0% All 

- other 91% Momentum 

g) that part of the change in policy liabilities that relates 9% All but Sanlam 

to policy obligations other than those arising from the 

inflow or outflow of components of premiums akin to 

deposits 

h) investment revenues paid or allocated to 45% Full compliance by Commercial 

policyholders, including the current year allocation of Union. Non-compliance by 

participating policyholder benefits Metropolitan and Sage. Partial 

compliance by all others. 

ED7317 Financial gosition disclosures 

ED7317.1 Assets: The following must be disclosed in the broad 

order of their liquidity 

c) reinsurance recoveries receivable 0% All 

ED7317.1.3 {OPTIONAL} Disclose segmental analysis of investment 73% Commercial Union, Sage. Southern 

categories above 

ED7317.2 The following components of policy liabilities must also 

be shown: 

a) future policy benefits 0% All 

b) future bonuses 0% All 

c) future expenses 5% Partial compliance by Sage 

d) future planned margins of revenue over expenses 0% All 

e) future charges for acquisition costs 0% All 
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ED7317.4 

ED7317.5 

ED7317.7 

ED7318 

ED7318.1 

ED7318.2 

1) balance of future 

The restrictions attaching to assets held for the benefit 

of policyhholders must be disclosed 

Guaranteed or assured returns of funds invested 

The amount of policy liabilities which related to 

guaranteed or assured returns of funds invested must 

be disclosed 

Managed funds and other fiduciary activities 

A life insurer must disclose the nature and amount of its 

involvement in funds and trust activities and 

whether "'rr"' .... " ...... , ...... tc: exist to ensure that such 

activities are managed independently from its other 

activities 

c) whether the amount of policy liabilities has been 

determined in accordance with the methods and 

assumptions disclosed in the financial and with 

the standards of the [Actuarial of South Africa] 

d) whether the actuary is satisfied as to the accuracy of 

the data from which the amount in c) has been 

determined 

Disclosure of assumptions 

A summary of the key assumptions used in determining 

liabilities must be disclosed in the notes to the 

financial statements, including: 

a) discount rates, asset mix, and inflation rates 

b) rates of commission 

C) profit carriers used for each major product group 

d) future maintenance and investment expenses. the 

rate of inflation applicable to them and any automatic 

indexation benefits and 

e) rates of taxation 

1) mortality and morbidity, reference to the identity of 

the tables 

g) rates of discontinuance 

h) rates of growth of the unit prices in of unit· 

linked benefits 

I) the basis of allocating future ... ""rti ... ii,..",lti,.,,., benefits 

j) rate of future supportable participating benefits 

k) the crediting philosophy adopted in determining future 

supportable partiCipating benefits and how it compares 

with the life insurer's actual practice 

0% All 

0% All 

0% All 

45% Commercial Union, 

Metropolitan, Southem, Atlife 

91 % Commercial Union 

9% All but Sanlam 

27% All but Momentum, 

Sanlam 

0% All 

O%AtI 

and 

27% All but Momentum, Sage and 

Sanlam 

0% All 

0% All 

0% All 

0% All 

0% All 

0% All 

0% AI! 
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ED7319.3 

Investment linked and non-investment linked business 

Information required by paragraph 19.1 (disaggregation 

of income and expenses, assets and liabilities for the life 

fund(s) and the shareholders' fund] must be 

disaggregated as between those amounts relating to 

investment linked business and those relating to non­

investment linked business 

9% All but San lam 

Principal omissions While the detail of the non-compliance is clear from the table above, these 

may be summarised into the following principal omissions (items in bold type 

denote similar omissions to the UK benchmark): 

.. reinsurance premiums and reinsurance benefits. This has already 

been considered under the South African omissions earlier. 

.. description of taxation and deferred taxation regime applicable to the 

insurer. Taxation is one of the determinants of profit, and the taxation 

regime (the four funds principle, as well as a separate tax on retirement 

funds) applicable to insurance companies in South Africa differs from the 

conventional normal company tax. Inasmuch as this information would be 

needed to appreciate the effect of taxation on the profit of an insurer, it 

should be provided. However, since the South African statement makes 

disclosure of the taxation charge relating to the four funds optional. 

insurers have no compulsion to show it. 

.. operating expense detail. The Australian benchmark requires policy 

acquisition and maintenance expenses to be separately disclosed, over 

and above the UK requirement of disclosure of investment management 

expenses. In South Africa, these expenses are implicity measured in the 

valuation of the actuarial liabilities, and so are effectively hidden from the 

user. 

.. explicit disclosure of that part of policy liabilities relating to linked 

business. This type of disclosure is useful in that it illustrates the extent of 

the policy liabilities which do not require support by the shareholders' fund, 

and hence have little direct effect on profit. 

.. investment revenues and participating benefits paid to policyholders. ED73 

at paragraph 16.1.2 offers the following, rather vague justification for the 

inclusion of this line item: "Many life insurance policies are largely 

investment products. Some policies combine investment and risk services, 

the relative proportions of which may vary as policies mature. The 

------------------------~~~------~~----------~~~~~~~~~-----­
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Summary 

investment returns paid or allocated to policyholders in their capacity as 

investors is a relevant disclosure to include in the financial report." 

• detailed breakdown of the future components of policy liabilities. 

These disclosures are necessary in order for the user to assess the 

reasonability of the bases for the valuation of the actuarial liabilities. Clear 

disclosure of these estimated attributes renders the amount of the actuarial 

liabilities less vulnerable to implicit manipulation, and hence the profit figure 

derived as a result of the movement in the actuarial liabilities is more 

robustly reported. 

• restrictions of assets and exposure of capital relating to policyholder funds. 

For certain types of pOlicies, investments may only be made into specific 

types of instruments. An insurer may therefore have an uncharacteristic 

weighting towards a specific type of financial instrument. The disclosure of 

restrictions attached to the investment of policyholder funds would explain 

this anomaly. Furthermore, since the shareholders' fund is exposed to risk 

when the insurer guarantees returns to policyholders, the extent of this 

exposure should be quantified and disclosed. 

• detailed disclosure of the actuarial assumptions. As noted under the 

consideration of the UK benchmark above, the disclosure of these 

assumptions goes some way to rendering the actuarial liabilities slightly 

more understandable and comparable with other insurance companies. 

The over-simplified nature of the disclosure requirements of South Africa's 

AC121 is the primary reason for non-compliance with so many of the 

disclosure requirements of the Australian benchmark. There is some overlap 

between the omissions from the UK benchmark, and the omissions from the 

Australian one. These omissions indicate areas which require urgent 

attention in South African reporting, since the disclosure of those attributes is 

clearly valuable to users. 

______________ ~--~~~~ __ ~~~--------~~~~~~~~-----44 
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Sage 

Hypothesis 3 

Change in the extent of disclosure from 1993 to 1995 

The ANOVA test results in respect of this hypothesis may be summarised as 

follows: 

• The F-value for the variation between years (14,16) exceeded the critical F­

value (2,43), implying that at least one year's mean differed from the rest. 

• Scheffe's method showed that, at a 95% level of confidence, significant 

differences in mean disclosure scores existed between 1993 and each of 

1995, 1996 and 1997. The absolute values of the differences and the 

critical ranges can be seen in Appendix G. 

The implication of this result is that, based upon the disclosure scores 

compiled, there was not a significant change in the extent of disclosure 

between 1993 and 1994. In spite of the changes to the reporting 

requirements brought about by the amendment to the South African 

Companies Act, as described in Chapter 1, the effect on the extent of 

disclosure by the sample of companies was not immediate. From 1995 

onwards, the difference did have statistical significance. The reason for these 

observations is clear: AC121 and the repeal of Part V to Schedule 4 of the 

Companies Act was effective for financial years commencing on or after 1 

January 1994. Only Commercial Union, Norwich, Fedsure and Liberty would 

have had occasion to comply with the revised disclosure requirements in their 

1994 annual reports. The result is therefore within expectations. 

The trend in Sage's aggregate disclosure score, as shown in Appendix E, is 

something of an anomaly, since it does not exhibit the same change in the 

extent of its disclosure compliance from 1993 to 1995 as the other companies 

in the sample. The Sage Group only began including a separate report on 

Sage Life, including the requisite disclosures specific to the insurance 

industry, from 1996. The insurance disclosures were largely absent from the 

group annual report, which explains the poor extent of compliance by Sage in 

1995. 

Incremental disclosure Disclosures which came to the fore in 1995, which were previously absent in 

1993, are considered below: 

____________________________________________________ ~----------45 
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South Africa 

Table 6: Incremental disclosure (1993/5) - South Africa 

Standard 

reference 

AC121.21 

AC121.21 

AC121.25 

Disclosure n:U.IUlliltl'U 

Actuary's to include a statement of actuarial 

values of assets and liabilities 

Actuary's report in accordance with ASSA 

Major i"t'\.nnt,n",nt .. of investment income 

AC121.13(d) Statementof cash flow information 

AC121.15 Segmental J:IIn~IIV"'I'" of total equity investment 

AC121.27(e) Group member withdrawal payments 

AC121.14© All other material movements 

AC121.27(f} Group scheme terminations 

AC121.36(a) Aggregate directors emoluments 

AC121.36(b) Auditors ",,,,,,,,,+i,," distinguishing between the fee 

AC121.38 

AC121.13(a) 

AC121.13(g) 

AC121.14(b) 

AC121.26 

AC121 

AC121.27(b) 

AC121.27© 

AC121.27(d) 

AC121.27 

AC121.33 

AC121.33 

for the other services and expenses 

Fact that insurer manages funds on behalf of other 

parties and the fair value of such assets 

Directors report 

Actuary's 

Aggregate or losses on revaluation and on 

Idisposial of investments 

Reinsurance where material 

Death and disability claims 

Maturity claims 

Annuity payments 

Individual policy surrenders 

Reinsurance benefits 

Separate disclosure of sales remuneration 

expenses 

incidence of 

incremental 

disclosure 

Companies affected by 

incremental disclosure 

8 Commercial Union. 

MnmAntum Norwich. 

Old Mutual, 

8 As above 

Aflife 

Old 

rC"""Ult::. Liberty, Metropolitan, 

Momentum, Old Mutual, Aflife 

4 Commercial Union, 

Southern, Aflife 

1 Southern 

2 Commercial Union, 

Southern 

Decrement by Old Mutual 

2 Old Mututal, Sanlam 

2 As above 

1 Disclosure by Momentum, Sanlam. 

Decrement by Mife 

o Old Mutual. Decrement by Liberty. 

1 Old Mutual 

1 Old Mutual 

1 Metropolitan 

1 Commercial Union 

1 As above 

1 As above 

1 

1 MATrrll'lnllf~n 

Decrement by Momentum 

o Decrement by Momentum. 

Increment by Old Mutual. 

The companies identified above clearly exclude those that complied with the disclosure requirements in both 1993 and 

1995 
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Principal increments The most notable improvements in disclosure compliance with AC121 from 

1993 to 1995 are: 

., the inclusion of an actuary's report 

., the disclosure of a statement of the actuarial values of assets and liabilities 

in the actuary's report 

., a breakdown of the major components of investment income 

., a statement of cash flow information 

., segmental analyses of the total equity investment. 

The formalisation of AC121 as a statement of GAAP compelled some 

companies to begin to disclose the above attributes, even though they were 

recommended by AC204, which was a guideline only. Therefore, the principal 

reason for the developments noted in the table above was the watershed in 

1994, where AC121 became effective and Part V to Schedule 4 of the 

Companies Act was repealed. 

Some interesting anomalies emerge from the tabulation too, being the 

instances where less is disclosed than before. Momentum ceased to disclose 

sales remuneration separately, and it ceased to show operating/management 

expenses, preferring instead to proffer only the minimum expense disclosure 

required by the Companies Act. This remains permissable in terms of section 

286(3) of the Companies Act, which requires that "[t]he annual financial 

statements of a company shall. in conformity with generally accepted 

accounting practice. fairly present the state of affairs of the company and its 

business as at the end of the financial year concerned and the profit or loss of 

the company for that financial year and shall for that purpose be in 

accordance with and include at least the matters prescribed by Schedule 4, in 

so far as they are applicable, and comply with any other requirements of this 

Act". Since the requirement is not to comply with statements of GAAP, 

Momentum's non-disclosure of some attributes required by AC121 was 

technically permissable. It did, however, render their financial statements less 

useful, since the analysis of the profit drivers was compromised. 
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. United Kingdom A tabulation of the incremental disclosures by the sample of South African life 

insurance companies in terms of the UK benchmark from 1993 to 1995 is 

included in Appendix F. The following main additions were noted: 

4& accounting policy relating to claims 

4& note relating to investment gains 

• disclosure of the actuarial valuation method (naming and briefly describing 

the method used) 

• disclosure of whether the provision for bonuses is explicit or implicit in the 

actuarial valuation 

4& disclosure of income from other investments and land and buildings 

• indication of a "fund for future appropriations" or "balance of excess" 

4& disclosure of changes in bases or assumptions used in the actuarial 

valuation since the previous year, or an indication of no such change. 

While it is commendable that these additional disclosures were made, it is fair 

to note that they were probably precipitated by the parallel requirements of the 

amended South African disclosures. There is no indication of meaningful 

incremental disclosure for attributes in the UK benchmark which do not form 

part of the South African standard. However, it should also be borne in mind 

that the UK Schedule 9A was only effective from December 1995, and hence 

one would expect more incremental disclosure for the 1995 to 1997 period if 

South African life insurance companies were indeed looking to international 

benchmarks for guidance. 
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Australia 

Table 7: Incremental disclosure (1993/5) - Australia 

Standard Disclosure required Total Companies affected by 

reference incidence of incremental disclosure 

incremental 

disclosure 

ED735.2 b) disclosure of movements in equity 3 Uberty, Metropolitan, Momentum 

c) Statement of cash flows 5 Fedsure, Uberty, Momentum, Old 

Mutual, Aflife 

ED7315.2 Description of tax regime and basis on which carrying 1 Sanlam 

amounts of deferred tax assets and liabilities have been 

determined. 

ED7316© Investment revenue, showing revenue from: 5 Fedsure, Metropolitan, Momentum, 

• equity securities, Old Mutual, Aflife 

• debt securities, 

• properties 

ED7316(e) Outwards reinsurance expense 1 Metropolitan 

ED73 16(g) That part of the change in policy liabilities that relates to 1 Sanlam 

obligations other than those arising from the inflow or 

outflow of components of premiums akin to deposits. 

ED7316(h) Investment revenues paid or allocated to policyholders, 1 Partial increment by Fedsure, Old 

including the current year allocation of participating Mutual. 

policyholder benefits. 

ED7317.2 Policy liabilities and other liabilities, by nature, must be 6 Fedsure, Metropolitan, Momentum, 

disclosed in the broad order of their liquidity Old Mutual, Sage, Aflife 

ED7317.6 The amount of equity retained as solvency reserves and 6 Fedsure, Uberty, Metropolitan, 

the basis of establishing the amount. Norwich, Old Mutual, Sanlam. 

ED7317.7 Nature and amount of involvement in managed funds 2 Momentum, Sanlam. 

and trust activities. 

ED73 18.1 © Whether the amount of policy liabilities has been 7 All but Commercial Union, 

determined in accordance with the methods and Momentum, Sage, Sanlam. 

assumptions disclosed in the financial report and with 

the standard of the [Actuarial Society of South Africa} 

Principal increments The inclusion of a statement of cash flows, a breakdown of investment 

revenue and policy liabilities is a result of the formalised requirements of the 

South African standard. rather than any cognisance of international standards. 

Voluntary disclosure The extent of voluntary disclosure was assessed by considering the extent to 

which the sample of South African life insurance companies complied with 

requirements of the international benchmarks used which were not included in 

the South African standard. Few instances of such compliance were noted 

(refer to the tabulations above). Clearly. South African companies were 
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neither taking much initiative in terms of additional disclosure, nor were they 

taking any cues from developments abroad. 
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South Africa 

Hypothesis 4 

Compliance with benchmarks since 1995 

The ANOVA results given under Hypothesis 3 above indicate that the 

differences in the mean disclosure scores between 1994, 1995, 1996 and 

1997 are not statistically significant, except for the difference between 1997 

and 1994. 

Since only four of the sample of eleven companies were required to comply 

with the changes to the South African disclosure requirements in their 1994 

annual reports, the difference between 1997 and 1994 is expected, as the 

extent of compliance with the benchmarks in 1994 was on a par with the 

extent of compliance in 1993 (see Hypothesis 3 above). 

After taking the observed anomaly above into account, it is clear that there 

has been no significant change in the extent of compliance with the respective 

benchmarks since 1995. Notwithstanding that result, the incremental 

disclosures noted over the period are tabulated below: 

Table 8: Incremental disclosure (1995-7) - South Africa 

Standard Disclosure required Total Companies affected by 

reference incidence of incremental disclosure 

incremental 

disclosure 

AC121.13 g) actuary's report 1 Sage 

AC121.38 Has the fact that the insurer manages assets on 1 liberty 

behalf of other parties been disclosed together with 

the fair value of those managed assets> 

AC121.21 Does the report prepared by the actuary include a 1.5 liberty. Sage. Partial decrement 

statement of the actuarial values of assets and by Southern. 

liabilities? 

AC121.21 Is the actuary's report in accordance with the 2 liberty. Sage 

guidelines issued by the Actuarial Society of South 

Africa, which includes, in addition to the requirement 

above. unless included in the financial statements: 

AC121.14 Do the details of the movement in the life fund 1 Metropolitan. Sage. Decrement 

distinguish between: by Southern. 

a) Transfers to or from the income or operating 

statement? 
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AC121.26 

AC121.27 

Sage 

Results 

b) The aggregate gains or losses on revaluation and 2.5 Metropolitan, Sage, Aflife. Partial 

on disposal of investments? decrement by Southern. 

a) Individual single premiums 1 Sage 

c) Group lump sum 1 Sage 

a) death and disability claims 1 Sage 

b) maturity claims 1 Sage 

c) Annuity payments 1 Sage 

d) Individual policy surrenders 1 Sage 

e) Group member withdrawal payments 1 Sage 

1) Group scheme terminations 1 Sage, Aflife. Decrement by 

Commercial Union 

As has already been noted under Hypothesis 3, Sage's 1995 score is 

anomalous to the others (refer Appendix E). However, although this anomaly 

affects the F-values derived from the ANOVA test, it does not affect the 

conclusions derived from that result. 

It is clear from the above table why the results of the ANOVA test yielded no 

significant differences. There have been no major increases in the extent of 

the disclosure of any of the attributes identified above. 

The anomalous decrements warrant some comment. Liberty ceased 

presenting a directors' report since the content of such a report had been 

included in the chairman's report. 

It is clear that the lack of development in the standard setting process in 

South Africa pertaining to life insurance companies has led to the stagnation 

of the extent of information disclosed. 

United Kingdom The tabulation of incremental disclosure by the sample of companies in terms 

of the UK benchmark is included in Appendix F. The low incidence of 

additional disclosure over the period 1995 to 1997 is consistent with the 

ANOVA result. 

A little cognisance is being taken of the disclosure relating to the "fund for 

future appropriations". which is also known as the "balance of excess" or 

"unappropriated free reserves" in South Africa. This has historically been the 

unquantified "black box" of the life fund. It appears that some South African 

insurers are taking some cues from the international benchmarks and are 
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Australia 

offering some additional disclosure in terms of showing this component of the 

actuarial surplus. However, until sufficient appropriate detail (relating to 

actuarial assumptions and shareholder entitlement to life profits) accompanies 

the disclosure of the amount, it will of itself not offer a great deal of value to 

the user. 

Table 9: Incremental disclosure (1995-7) - Australia 

Standard Disclosure required Total Companies affected by 

reference incidence of incremental disclosure 

incremental 

disclosure 

ED735.2 b) disclosure of movements in equity in a note or in -1 Southern. Decrements by 

the statement of financial performance Norwich, Sage. 

ED7315.2 The financial report must include a brief description of 0.5 Partial increment by Sanlam. 

the tax regime applying to the life insurer and disclose 

the basis on which carrying amounts of deferred tax 

assets and liabilities have been determined. 

ED7316 Financial performance disclosures 

a) premium revenue 1 Sage 

f) operating expenses, showing: 

- claims expense relating to death and disability risk 0.5 Partial increment by Sage 

exposures 

h) investment revenues paid or allocated to 1 Partial increments by Momentum, 

policyholders, including the current year allocation of Liberty. 

participating policyholder benefits 

ED7317.1.3 {OPTIONAL} Disclose segmental analysiS of 2 Metropolitan, Old Mutual 

investment categories above 

ED7317.2 c) future expenses 0.5 Partial increment by Sage 

ED7317.6 The amount of equity retained as solvency reserves 5 Commercial Union, Momentum, 

and the basis of establishing the amount must be Sage, Southern, Aflife 

disclosed 

ED7317.7 A life insurer must disclose the nature and amount of 1 Liberty 

its involvement in managed funds and trust activities 

and whether arrangements exist to ensure that such 

activities are managed independently from its other 

activities 

ED7318.1 a) the effective date of the actuarial report on policy 1 Sage 

liabilities and solvency reserves 

b) the name and qualifications of the actuary 1 Sage 

c) whether the amount of policy liabilities has been 2 Momentum, Sage 

determined in accordance with the methods and 

assumptions disclosed in the financial report and with 

the standards of the [Actuarial Society of South Africa] 

53 
------------------------------------------~------------------~~----~--------------
A review of disclosure in the annual financial reports of life insurance companies in South Africa: 1999 



Univ
ers

ity
 of

 C
ap

e T
ow

n

I 

Darron West 'Master'of Commerce 

ED7318.2 

Summary 

d) whether the actuary is satisfied as to the accuracy 

of the data from which the amount in c) has been 

determined 

A summary of the key assumptions used in 

determining policy liabilities must be disclosed in the 

notes to the financial statements, including: 

a) discount rates, asset mix, and inflation rates 

d) future maintenance and investment expenses. the 

rate of inflation applicable to them and any automatic 

indexation benefits and premiums 

1 Sanlam 

2 Momentum, Sage 

2 Momentum, Sage 

As for the South African and UK increments, the incremental disclosures 

under the Australian standard are also stagnant over the period 1994 to 1997. 

The notable exception was the disclosure of solvency reserves (which were 

paralleled with the "capital adequacy requirements" in South Africa). 

However, this is not an instance of pervasive voluntary disclosure, since 

disclosure of the capital adequacy requirement was included in the actuarial 

guidelines preceding PGN103 and 104. 

Little or no development as to the nature and extent of disclosure has taken 

place over the period 1995 to 1997, both in terms of the requirements of the 

local standard, as well as the disclosure provided by the sample of companies 

examined. 
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Hypothesis 5 

The influence of international standards 

Hypothesis 5 poses the question as to whether or not the disclosure offered 

by the sample of South African life insurance companies has been influenced 

by the international benchmarks. 

The results of Hypotheses 3 and 4 show how the extent of compliance with 

the respective benchmarks changed significantly from 1993 to 1995, but 

rather insignificantly from 1995 to 1997. 

It was shown under Hypothesis 3 that the primary reasons for the increased 

extent of disclosure from 1993 to 1995 were the changes effected to Schedule 

4 of the Companies Act, and the publication of AC 121. 

However, no similar protagonists of change existed in the period 1995 to 

1997. There were some minor instances of incremental disclosure presented 

by the sample of companies in terms of the international benchmarks. These 

were more likely to have been the result of internal decisions on the part of 

South African companies to disclose certain information, rather than as the 

result of any specific cognisance of or compliance with international 

standards. 

It is a logical deduction, therefore, that the United Kingdom and Australian life 

insurance reporting developments, standards and exposure drafts had little 

influence on the nature and extent of disclosure by South African life 

insurance companies. 
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Summary 
following table presents a summary of the tests conducted and their 

Table 10: Summarised results oftests of hypotheses 

Hypotheses 

Ho: The extent of disclosure satisfies the 

local standards. 

Hl: The extent of disclosure does not 

requirements of local standard. 

lirl'>ml'>nt<:: of 

the 

Ho: The extent of disclosure satisfies the requirements of 

international standards. 

Hl: The extent of disclosure does not the 

requirements of international standard. 

Sub-problem 1: Hypothesis 3 

Ho: There was no significant in the extent of 

disclosure between 1993 and 1995. 

HI: There was a significant change in the extent of 

disclosure between 1993 and 1995. 

Sub-problem 2: Hypothesis 4 

Ho: Companies have not 

since 1995. 

better with benchmarks 

H( Companies have complied better with benchmarks since 

1995. 

Ho: International insurance standards have not influenced 

reporting by South African life l".nrnn~lnil'!"" 

Hj: International insurance standards have influenced 

reporting by South African life companies. 

Results 

Ho on the basis of the ANOVA test result. 

all companies in the sample had compliance rates 

of more than 78%. 

Reject Ho on the basis of the results of the ANOVA test. The 

level of compliance with the international benchmarks is 

significantly lower than the level of compliance with the South 

African standard. 

Reject Ho on the basis of the results of the ANOVA test. The 

sample of South African companies complied better with all 

three benchmarks used in 1995 than in 1993. 

Accept Ho on the basis of the results of the ANOVA test 

There was no significant change in the extent of r..oITlOIIAr!rA 

by the with the three standards from 1995 to 1997. 

Accept Ho based on the results of the tests of hypotheses 3 

and 4. The significant change in the extent of compliance 

with the international benchmarks between 1993 and 1995 

was as a result of to local reporting requirements. 

Since no in the extent of compliance with 

the international benchmarks from 1995 to 1997 was 

identified. it can be surmised that the disclosure of South 

African life has not been influenced by 

international de"elcIOITlents 
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Chapter 5 
A brief review of future developments in South African disclosure 

requirements 

Actuarial d re 
The Actuarial of South Professional Guidance Note (PGN) 

103 is 1 January 1998. PGN details the actuarial 

in financial reports of life insurance companies in 

South 

by 

in Appendix H. The additional disclosure required 

some way to narrowing the gap between the 

and the international benchmarks 

in information required to 

is 1"1"'.,"" .. ,1"\1'1\.,'" quantitative, with considerable still 

allowed some degree opacity in disclosure. 

International standards 

mentioned in 1. the lASe added an insurance accounting project 

list of projects in April 1997. Since the discussions to have 

mainly on measurement issues, the only tentative disclosure issue identified to 

is as follows: 

.. Should insurance be presented 

be presented separately? 

of or should 

The next step in the lASe project's development will be the production and 

dissemination of an "Issues in half 1999. 

United Kingdom developments 
ASI SORP has now finalised (final draft dated December 1998). 

The final changes were principally to set in place 

additional rules with of traded fixed interest 

securities. The new development is th.:.,r,:otnr,:o a measurement issue, and the 
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which were assessed in dissertation remain 

unaltered. 

Australian developments 
At of 1 was 
Standards Board and became 1 

by Australian Accounting 

were some changes made 

to ED73 in producing the final standard. 

A summary of the main disclosure of the o::tt~,nrt,Qrrt is out 

below. However, in a late change to the standard the rAl"lnn\/ArI a 

dealing with transfers of blocks of business. 

" life insurers must prepare a general purpose financial report which 

complies with AASB standards; 

" the financial c;:,"!:llfAI"irIAnlfc;:, 

whether 

include all assets, liabilities, revenues and 

are designated to shareholders or policyholders. 

Therefore: 

" a life 

shareholders 

accounts will total (combined) statutory and 

" consolidated accounts will include statutory of any life insurer 

subsidiaries. 

" the excess of net market values over net ."..,..,'ot., (including any goodwill) in 

must be recognised as a separate asset; 

" components of premiums and claims must be separately recognised as 

revenues, and movements in liabilities where practicable (and 

An additional two year transition period is allowed for 

implementing 

" reinsurance must 

accepting reinsurers; 

on a basis by ceding insurers and 

" acquisition costs which are to ,..,..",crc,,., must be measured 

and amortised as a function 

disclosed as a component of policy liabilities than as a 

asset; 

" imputed inflows and outflows which do not to 

external parties must not be recognised in the finanCial 

C!'::>II,U:;'c;:, (but are included for the disaggregated disclosures); 

with 
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• disaggregated information must be reported for each statutory fund and the 

shareholder fund (showing investment-linked and non-investment linked 

business) as well as the usual geographic segment disclosures. 

Canadian reporting 

The Canadian disclosure requirements make a concerted effort to reflect the 

economic reality of the life insurance business, with non-financial information 

that augments the financial disclosures. 

Further to the specific disclosure already considered under the United 

Kingdom and Australian requirements, the Canadian standards require 

significant narrative and qualitative disclosure, for example: 

• the nature of actuarial liabilities (being a description of what they represent, 

that they include provisions for possible adverse deviation from the best 

estimate assumptions, and that many of the input variables are subject to 

revision based on actual experience); 

• factors influencing measurement uncertainty, particularly how such 

measurement uncertainty is allowed for in the actuarial valuation process; 

• causes of changes in the actuarial assumptions, rather than glib disclosure 

of the fact that the assumptions have changed and by what extent; 

• consideration of the impact of interest rate, credit and reinsurance risk on 

both assets and liabilities. 

It is clear that the Canadian standard-setting bodies have noted the value of 

non-financial information as it pertains to life insurance companies. There can 

be no question that, were South African insurers to include such information in 

their annual reports, their usefulness would be greatly enhanced. However, it 

is no doubt justified to point out that the South African companies should first 

address the shortcomings in their financial disclosure before attempting to add 

value to it with any sort of discursive analysis. 

Local accounting developments 

Some initiative is being taken by the South African Institute of Chartered 

Accountants towards the development of a new standard for insurance 

accounting in South Africa. However, this initiative is being driven by following 
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lAse developments (as part of the harmonisation process) rather than any 

specific local development. 

Since it is unlikely that the lASe statement on insurance accounting will be 

available before 2002, and because the South African standard has not seen 

any development since 1994, it is important that the long-term insurance 

industry and the actuarial and accounting professions co-operate in the urgent 

revision of Ae 121. While cues can be taken from the lASe developments as 

they emerge, the standard should be specifically applicable to the peculiarities 

of the local industry, instead of a carbon copy of a generic international 

benchmark. 
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The questions 

Chapter 6 
Conclusions and recommendations 

This dissertation set out to find answers to the following questions: 

.. What is the extent and adequacy of disclosure (as a proxy for usefulness) 

by South African life insurance companies when compared to local and 

international life insurance accounting standards? 

.. Was there a significant change in the extent of disclosure by life insurance 

companies in South Africa after the revisions to the disclosure 

requirements effective from 1994? 

.. Was there a trend of increased disclosure from 1995 to 1997? 

.. Have international insurance reporting standards influenced the extent of 

disclosure by South African life insurance companies? 

The findings of the empirical and qualitative study conducted on the sample of 

financial reports are given below. 

The extent and adequacy of reporting 

When compared to the local benchmark, AC121, South African life insurance 

companies appear to be adequately complying with the disclosure 

requirements on the basis of the disclosure scores shown in Appendix E. 

While the actual compliance differs significantly from a 100% ideal, subjective 

observation reveals that the minimum level of compliance in 1997 was 78%. 

However, the extent of compliance with the two international benchmarks 

used is inadequate, and differs significantly from the extent of compliance with 

the local standard. This implies that that 

.. the extent of reporting by South African life insurance companies, evident 

from the actual disclosure scores of the sample pertaining to the 

international benchmarks is poor, and 
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• the adequacy of such reporting is insufficient, since South African life 

companies have not offered the level of detail in their disclosure required 

by the international benchmarks. 

Clearly then, since the proxies for usefulness, being the extent and adequacy 

of reporting, are compromised, it can only be concluded that the annual 

financial statements of life companies in South Africa are less useful than they 

should be. 

It must therefore be recommended that AC121 is urgently revised so as to be 

more in line with international requirements in terms of the level of detail and 

disclosure attributes required by international guidelines. 

Significant change in extent from 1993 to 1995 

The results of the tests of Hypothesis 3 indicate that there was indeed a 

significant change in the extent of reporting by South African life insurance 

companies from 1993 to 1995. However, these changes were precipitated by 

the introduction of AC121 and the repeal of Part V to Schedule 4 of the 

Companies Act. 

Since the content of AC121 was by in large in the field before 1995 (in the 

content of AC204, which was a guideline only). it follows that the changes in 

the legal reporting requirements were the principal drivers of the change in the 

extent of disclosure. 

The application of GAAP needs to be more rigorously enforced by the auditors 

of the respective life companies. or legal credence needs to be given to 

compliance with statements of GAAP in section 286(3) of the Companies Act 

in order to ensure that life companies provide adequate disclosure in their 

accounts. 

Trend of increased disclosure from 1995 to 1997 

The results of the tests of Hypotheses 3 and 4 show how the incremental 

disclosures provided by South African life insurance companies from 1995 to 

1997 in terms of all the benchmarks used were not significant. 

______________________________ ~------------~~----~--~-------62 
A review of disclosure in the annual financial reports of life insurance companies in South Africa: 1999 



Univ
ers

ity
 of

 C
ap

e T
ow

n

Darroo West Master of Commerce 

This can be attributed in part to the lack of development in the local standard 

since 1994. Given how insignificant the incremental disclosures offered by 

the South African life companies in terms of the international benchmarks 

were, it is also evident that little cognisance was being taken of developments 

in life insurance reporting abroad. 

Given the stagnation in the development and improvement of the local 

standard, South African life companies should be encouraged to take their 

disclosure cues from international benchmarks. 

The influence of international benchmarks 

The significance of the difference in the extent of disclosure from 1993 to 

1995 is largely explained by changes to the domestic reporting requirements. 

The difference in the extent of disclosure by the sample of South African life 

insurers from 1995 to 1997 was found to be insignificant, an observation 

which is corroborated by a cursory glance at the minor instances of 

incremental disclosure over the same period. 

There is no clear evidence of influence by the respective international 

benchmarks over the nature and extent of disclosure by South African life 

insurance companies. Those disclosures that did indeed emerge are most 

likely a function of the various companies' discretion than any overt attention 

to the requirements of international requirements. 
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Appendices 
Appendix A 

Extracts 'from the KPMG Canadian Insurance reporting survey 

INVESTMENTS 

Disclosure 

1.6.1 Are non-performing investments (other than impaired loans) disclosed in the financial statements? 

Yes 28% 

No 22% 

N/A 50% 

1.6.2 What categories of portfolio investments were disclosed separately? 

OR, if CICA Section 3860 was applied: 

What categories of portfolio investments were disclosed separately as "classes" of financial assets on 

the balance sheet? (please circle your choices) 

Cash and short term deposits 

Bonds - in total only 

Bonds - corporate, federal government, provincial government 

Mortgages - in total only 

Mortgages - residential, commercial 

Interest bearing securities - in total only 

Stocks - in total only 

Stocks - common, preferred 

Real estate 

Foreclosed property 

Other 

# of respondents 

31 

26 

5 

18 

7 

o 
20 

4 

21 

6 

13 

8 respondents provided further details on the "Other" category. 4 respondents indicated they separately 

disclosed loans on the financial statements including policyholder loans, commercial loans and 

corporate loans. Investments in segregated funds (other money) were disclosed in the financial 

statements by 2 companies. One respondent disclosed stocks in terms of Canadian and foreign while 

one respondent included bonds, mortgage pools and stocks within marketable securities. 

____________________ ~---------------------------------------------64 
A review of disclosure in the annual financial reports of life insurance companies in South Africa:1999 



Univ
ers

ity
 of

 C
ap

e T
ow

n

Darron West Master of Commerce 

1.6.3 Did you apply the recommendations of CICA Section 3860 in 1996? 

Yes - fully applied 13% 

No 60% 

Yes - partially applied 27% 

2 respondents indicated that they disclosed the interest rate risk. 

In questions 1.6.4 to 1.6.12 the percentClges are based on the number of respondents who answered 

"yes - fully applied" or "yes - partially applied" to question 1.6.3 

1.6.4 Did you disclose fair values separately from market values? 

Yes 19% 

No 81% 

1.6.5 Were fair values determined to approximate market values? 

Yes 100% 

No 0% 

1.6.6 Did you have any significant investment(s) for which a fair value(s) could not be determined? 

Yes 6% 

No 94% 

1.6.7 Did your investment portfolio include items that required disclosure of significant terms and 

conditions affecting the amount, timing and certainty of future cash flows (for example, foreign currency 

risks and market risks)? 

Yes 0% 

No 100% 
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1.6.8 Did you disclose interest rate risk (including maturity dates, contractual repricing and effective 

interest rates) for the same "classes" of investment as described in Question 1.25, or did you use a 

different classification approach? 

Same classes as balance sheet 50% 

Different classes 7% 

Did not respond 43% 

1.6.9 How did you disclose the values and effective interest rates of investments subject to interest rate 

risk? 

For Effective Interest Rates: 

Ranges 21% 

Overall average 21 % 

Did not respond 58% 

For Maturity Dates/Contractual Repricing Dates: 

Ranges 21% 

Overall average 24% 

Did not respond 65% 

1.6.10 Did you disclose interest rate risk through use of sensitivity analysis (for example, the 

hypothetical change in prevailing level of market interest rates on the fair value of the investment, future 

earnings and cash flows)? 

Yes 21% 

No 79% 

1.6.11 Did your investment portfolio include items that required disclosure of the maximum credit risk 

exposure (CICA Section 3860.67)? 

Yes 14% 

No 86% 
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1.6.12 Did you disclose any significant concentrations of credit risk? 

Yes 13% 

No 47% 

N/A 40% 

ACTUARIAL AND OTHER LIABILITIES 

Disclosure 

2.1.1 What categories of actuarial liabilities were disclosed? 

Annuities 

Life insurance - in total only 

# of respondents 

20 

5 

Life insurance - individual 14 

Life insurance - participating and non-participating 12 

Life insurance - group 9 

Health insurance 

Total only 

Other 

16 

8 

5 

3 respondents provided further details on the "Other" category. One company disclosed the reinsurance 

ceded amount. Another company disclosed the group life and health actuarial liabilities. One respondent 

replied that the company disclosed the actuarial liabilities of group life and health policies, U.S. policies, 

and savings and retirement policies. 
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2.1.2 How was the extent of measurement uncertainty disclosed? 

Quantification through sensitivity analysis 

regarding al change in a key assumption by 

# of respondents 

a specified amount 5 

Quantification through disclosure of the 

amounts of the provisions for adverse deviation 7 

Quantification through disclosure of experience 

gains/losses 1 

Disclosure of a range of the possible actuarial liability 1 

It was considered that there was no material 

measurement uncertainty associated with the 

actuarial liability and therefore no disclosure was made 3 

Minimal disclosure that" it is reasonably possible, 

based on existing knowledge, that changes in future 

conditions in the near term could require a material 

change in the recognized amount" 

Other 

14 

4 

8 respondents provided further information in the disclosure policy. Other information disclosed included 

a statement that the PADS were within the range prescribed by the CIA; key assumptions or factors in 

determining the amount of policy liabilities; and the nature of the policy liabilities. One respondent 

indicated that no disclosure was made in 1996. 

2.1.3 For the first 2 answers Question 2.1.2 above, was the information given on a line of business 

basis? 

Yes 6% 

No 42% 

N/A 52% 
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For either the first 2 answers in Question 2.1.2 above, was the information given on a geographic basis? 

Yes 0% 

No 45% 

N/A 55% 

2.1.4 Where was measurement uncertainty disclosed? 

Accounting policy note 19% 

Separate note on actuarial liabilities 48% 

Combination of the above 2 responses 13% 

No material measurement uncertainty 

considered associated with actuarial 

liabilities and therefore no disclosure. 20% 

2.1.5 Did you apply the recommendations of AcG-8 - Actuarial Liabilities of Life Insurance enterprises -

Disclosure: 

Composition of actuarial liabilities and related 

assets 

Nature of actuarial liabilities 

Measurement uncertainty 

Changes in actuarial liabilities 

Interest rate risk 

Credit risk 

Reinsurance risk 

Other risks 

Fair value of financial assets and liabilities 

# of respondents 

Yes No 

13 19 

22 10 

18 14 

17 15 

13 19 

11 21 

10 22 

9 23 

6 26 

If no, do you intend to apply the recommendations in 1997? 

Yes 62% 

No 0% 

Undecided 38% 
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financial the 

changes in methodology? 

in actuarial assumptions 32% 

in methodology 3% 

Both disclosed together 26% 

No 
N/A 

made 36% 

3% 

2.1 you disclose the amount of provisions for 

No 

If yes, how was disclosure made 

In total only? 

By category of PAD? 

By category of disclosure of actuarial 

Other 

86% 

0% 

0% 

14% 

in actuarial assumptions versus the 

deviations in the financial 

One indicated that the PAD was disclosed for asset defaults and lapses only. 

2.1.8 Are the default provisions included within actuarial 

Yes 

No 
N/A 9% 
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2.1.9 Was the fair value of actuarial liabilities omitted from the financial statements as it was not 

practicable to determine? 

Yes 39% 

No 3% 

Did not apply CICA Section 3860 58% 

2.1.10 Did you disclose the effective interest rate used in discounting actuarial liabilities? 

Yes 0% 

No 100% 

REINSURANCE 

Disclosure 

3.2.1 How is reinsurance ceded by the Company disclosed in the financial statements? 

Described in accounting policy notes 

Note disclosure of reinsurance practices including 

such information as maximum retention 

Dollar amounts of premiums, benefits, 

commissions and actuarial liabilities ceded disclosed 

Dollars ceded shown directly on income statement 

or balance sheet 

No mention in financial statements 

Other 

# of respondents 

16 

14 

16 

1 

5 

6 

5 respondents provided further information. 3 respondents stated that they disclosed the dollar amount 

of the actuarial liabilities ceded. One company only disclosed the premiums and liabilities amounts. 

Another respondent indicated that they disclosed the general concept of reinsurance ceded in a 

contingent liability note. 
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3.2.2. Did you disclose a maximum credit risk exposure associated with reinsurance recoverable 

balances? 

3% 

No 00% 

NAA 9% 

Did not apply CICA Section 3860 19% 

3.2.3 you disclose any significant concentrations of credit risk? 

6% 

No 56% 

N/A 16% 

Did not apply CICA Section 3860 22% 

One respondent disclosed that the reinsurance ceded was primarily with one reinsurer. 

FINANCIAL STATEMENT PRESENTATION AND DISCLOSURE 

General 

5.1.1 you provide a general description of the nature of the business of the Company? 

Yes 75% 

No 25% 
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5.1.2 Did you apply the recommendations of AcG~9 ~ Financial Reporting by Life Insurance Enterprises: 

Acquisition costs 

Administrative expenses 

Impaired assets 

Provision for credit losses in actuarial liabilities 

Net disinvestment of a portfolio 

Policyholder dividends 

Income on participating policies 

Corporate income taxes 

Capital taxes 

Capital and surplus 

# of respondents 

Yes No 

14 18 

13 19 

12 20 

13 19 

6 26 

14 18 

11 21 

7 25 

13 19 

13 19 

If yes, did the application of AcG-9 result in a change in accounting practices for your Company? 

Yes 12% 

No 88% 

If no, will the application of AcG-9 result in a change in accounting practices for your Company? 

Yes 33% 

No 67% 

5.1.3 Did the Company disclose earnings performance by line of business? 

Yes 28% 

No 72% 

5.1.4 If your Company has a deposit-taking institution as a subsidiary, how was premium income on 

deposit-type instruments disclosed in the consolidated financial statements? 

Premium income 0% 

Liability 6% 

N/A 94% 

Solvency 
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5.2.1 Do your financial statements disclose Minimum Continuing Capital and Surplus Requirement 

(MCCSR)? 

# of respondents 

Concept of MCCSR is disclosed 9 

The Company's MCCSR percentage is disclosed 4 

The Company's compliance with MCCSR is disclosed 14 

No disclosure is made of MCCSR 16 

Segregated Funds 

5.3.1 How were the financial statements of segregated accounts shown separately from those of the 

general account? 

Shown on separate pages 65% 

Balance sheet or income statement shown together 

on the same page, but not added together 3% 

Statements shown on same page, and total provided 29% 

NM 3% 

5.3.2 How do you account for transfers to and from Segregated Funds (please describe): 

In the year of policy issue: 

7 respondents provided information as to the accounting of transfers to and from segregated Funds. 

One respondent indicated that the transfer amounts are recorded as either contributions or withdrawals. 

Another respondent stated that all transfers are netted in premiums. 

One company accounted for the transfer at market value. 

One respondent replied that the transfer amounts were recorded in the general fund annuity benefit 

account (for transfers to) in the general fund annuity premiums account (for transfers from). 

One indicated that the reserve is transferred at the time when a client requests such a transfer. 
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Another respondent stated that all premiums were posted to a account first and the portion 

relating to the segregated fund would then transferred to the se!~regal[ea fund premium account. 

F''''' ..... I1''''?i that the transfers were 

or an investment aei)Oslt. 

may withdrawn from 

versa. 

In subsequent years: 

where a policy has an amount on deposit either from dividends 

.... ""F' . .::.r ..... lr.::. the transfers would 

transferred to a 

for as a policy liability 

fund investment or vice-

5 respondents provided information as to the accounting transfer of se!;;Jre!ga'[ea funds in subsequent 

years. 

4 indicated that there is no 

1;;);;:11..1"' .... and in subsequent 

1 respondent replied that in 

transfer-out amounts are aelDlte~a 

Participating Policyholders 

in accounting treatment between the year when the policy is 

transfer-in 

disbursements. 

are ...... T ... ,., in premiums 

1 Are participating policyholder dividends shown as an expense in determining net income. or as a 

distribution from participating surplus? 

distribution 

N/A 
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5.4.2 Do the financial statements disclose the amounts of operating income derived from participating 

business and non-participating business? 

Yes 41% 

No 34% 

N/A 25% 

5.4.3 If you are a stock Company with participating policyholders, do the financial statements disclose 

the portion of the par account allocated to shareholders, but not yet transferred to the shareholders' 

account? 

Yes 19% 

No 28% 

N/A 53% 

Segmented Reporting 

5.5.1 What best describes your Company's business segments disclosures? 

"One industry" (Le., all in one segment) 

Multiple segments: Separate segment(s) for foreign business 

Significant product lines (e.g., individual, group) 

Separate segment(s) for geographic location 

Protection (insurance) products vs. savings products 

Trust/banking operations 

Responsibility Statements 

53% 

0% 

26% 

12% 

9% 

0% 

5.6.1 Do your financial statements contain descriptions of the roles of the actuary and the auditor? 

Yes 84% 

No 16% 
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5.6.2 Do your financial statements contain a Management Statement of Responsibility for the Financial 

Reporting? 

Yes 72% 

No 28% 

Related Party Transactions 

5.7.1 Did you record any related party transactions at the carrying amount? 

Yes 34% 

No 38% 

N/A 28% 

If yes, was a debit/credit carried to contributed surplus? 

Yes 27% 

No 73% 

One respondent indicated that related party transactions include home office charges, and another 

respondent indicated that related party transactions included management fees paid to the parent 

company. 

5.7.2 Did you disclose the role of the Conduct Review Committee? 

Yes 33% 

No 67% 

Financial Instruments 

5.8.1 Did you disclose fair value information relating to your financial assets and financial liabirities: 

In one note 19% 

Throughout various notes to the financial statements 19% 

Did not apply CICA Section 3860 62% 

5.8.2 Did you disclose the existence of any off-balance sheet financial instruments? 
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Yes 28% 

N/A? - none existed /not material 66% 

Did not apply CICA Section 3860 6% 

5 respondents provided further details. 2 companies disclosed interest rate and foreign exchange 

swaps. 

The notional amounts of futures and call options were disclosed by 1 company. Another company 

disclosed the derivative instruments used in hedging and assets/liability management. One company 

disclosed derivatives as a note to the financial statements. 

Pensions/Other Post-Employment Retirement Benefits 

5.9.1 Do you have a Company pension plan? 

Yes 88% 

No 12% 

If yes, did you disclose significant terms and conditions relating to the pension obligation in the financial 

statements? 

~s 50% 

No 36% 

N~ 4% 

Did not apply CICAISection 3860 10% 

If yes, did you disclose the fair value of the pension assets and pension obligation? 

Yes 67% 

No 21% 

N/A 12% 
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5.9.2 Do you provide post-employment benefits other than pensions? 

Yes 72% 

No 19% 

N/A 9% 

If yes, how are these accounted for? 

Pay-as-you-go 63% 

Current accrual method whereby a current service 

cost is actuarially determined and accrued 25% 

An estimated liability for benefits is accrued at the 

time the employee retires 12% 

If yes, do you disclose an accountiing policy? 

Yes 17% 

No 83% 

If yes, do you disclose 

The post-employment retirement benefit paid during the year 0% 

The post-employment retirement benefit expense 9% 

The post-employment retirement benefit obligation 9% 

ANNUAL REPORTS 

6.1 Does your Company prepare an annual report for external distributions? 

Yes 

No 

N/A 

# of respondents 

22 

8 

5 
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If yes, does it include: 

#of 

Management and Analysis 

Other or expansion of financial statement disclosure 13 

A from Executive Officer or other members of 

!':Inj:llm,I'I>nT of the Company's operations 22 

"'''',"I<"m"",",-·", Statement of Responsibility for the 

information presented? 21 

Is it sent to policyholders? 

Yes 20% 

No 8% 

If requested 72% 
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AcG-88 

AcG-89 

AcG-812 

AcG-813 

AcG-816 

AcG-819 

AcG-821 

AcG-822 

Appendix B 

Canadian disclosure checklist 

Composition of actuarial liabilities and related assets 

Disclose by 

a) major line of business 

b) major geographical area 

c) types of investments supporting each line of business 

d) capital and surplus for each line of business 

Distinguish between participating and non-participating insurance where material 

Nature of actuarial liabilities 

Nature of actuarial liabilities should be disclosed including: 

a) that actuarial liabilities represent amount which, together with estimated future premiums and 

investment income, will be sufficient to pay estimated future benefits, including policyholder 

dividends, and expenses 

b) the actuarial liabilities include additional amounts to provide for possible adverse deviation from 

best estimate assumptions and those amounts vary based on the degree of uncertainty in the 

assumptions 

c) many of the estimates used in the actuarial valuation relate to events that may occur many years 

in the future and are subject to revision at subsequent measurement dates 

Measurement uncertainty 

Information disclosed concerning the nature of measurement uncertainty would describe in general 

terms: 

a) the major factors (e.g. future policy claims and benefits, future dividends, future investment 

yields, future taxes etc) taken into account in the computation of actuarial liabilities and the major 

assumptions relative to those factors 

b) the major sources of data used in the computation of actuarial liabilities 

c) how measurement uncertainty is allowed for in the actuarial valuation process, including the 

establishment of margins for adverse deviation 

Information on the extent of measurement uncertainty when it is reasonably possible that that a 

change in assumptions could cause a recognised amount to change by a material amount in the 

near term, including: 

Description of extent of measurement uncertainty should reflect product profile and individual 

circumstances of the enterprise. Include: 

a) the extent to which .actuarialliabilities would change if a key assumption changed by a specified 

amount 

b) disclose the extent to which actual experience on certain factors has varied from actuarial 

assumptions OR 

c) disclose the relationship between current actuarial assumptions and recent experience 

Disclose: 

a) the total amount of the provision for adverse deviation 

b) explanation of the nature of the risks allowed for in that provision 

c) company's overall approach to providing for possible adverse experience 
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AcG-824 

AcG 8 25 

AcG-826 

AcG-827 

AcG-828 

AcG-829 

AcG-831 

AcG-832 

AcG-834 

AcG-835 

d) level of conservatism incorporated into both the assumptions for expected experience and the 

associated margins for adverse deviation. 

Disclosure by major cause: 

a) changes in actuarial assumptions 

b) changes in the provision for adverse deviation 

c) explanations for each material change 

Changes in actuarial liabilities should distinguish between: 

a) changes caused by normal business activities 

b) unusual events 

c) changes in assumptions 

d) material changes in assumptions that offset each other should be disclosed separately. 

Interest rate risk: disclose information on the impact of changes in interest rates on the valuation of 

financial assets and financial liabilities including: 

a) extent of exposure to reinvestment risk and how provision has been made for that exposure. 

Credit risk: disclose the extent to which expected future investment yields have been reduced by: 

a) provisions for credit losses 

b) and the amount of any additional provisions for cyclical credit losses included in the computation 

of actuarial liabilities. 

Reinsurance risk: 

a) Disclose the extent to which actuarial liabilities have been reduced as a result of future claims 

expected to be recovered under reinsurance-ceded arrangements. 

b) Amounts recoverable from reinsurers for claims already incurred should be presented as 

reinsurance claims receivable on the balance sheet. 

a) Identify amounts of significant concentrations of reinsurance coverage with one reinsurer or 

group of reinsurers. 

b) A note containing a statement that reinsurance transactions do not relieve the insurer of jts 

primary obligations to policyholders 

c) Disclose the enterprise's retention policy and limits 

Other risks: 

Nature and extent of other risks such as: 

a) liquidity risk 

b) foreign exchange risk 

Fair value of financial assets and liabilities 

a) Disclose the fair value of invested assets 

b) Disclose the fair value of liabilities 

If determining the fair value of actuarial liabilities with sufficient reliability is not considered to be 

practicable, the note to the financial statements should: 

a) identify separately the fair values and carrying values of assets backing actuarial/iabilities 

b) the portion of deferred realised gains and losses taken into account in the computation of 

actuarial liabilities. 

c) where cash flows on invested assets and actuarial liabilities are effectively matched, the notes 

should indicate that changes in the fair value of these assets are offset by changes in the fair value 

of actuarial liabilities. 
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AcG-836 

AcG-921 

AcG-933 

d) where cash flows are not effectively matched, the extent to which differences between the fair 

values and carrying values of financial assets would not be taken into account in the valuation of 

actuarial liabilities should be estimated and disclosed. 

When the fair value of actuarial liabilities has been disclosed, disclose: 

a) the basis upon which the fair value has been determined 

b) disclose values at which related items, such as deferred gains and losses and deferred income 

taxes, would be stated if financial assets and liabilities were measured at fair values. 

Policyholder dividends that are unusually large and not expected to occur regularly over several 

years should be disclosed separately 

In addition to any other restrictions that may exist on the distribution of retained earnings, life 

insurance enterprises should disclose in the notes: 

a) the nature of restrictions on the distribution of retained earnings or surplus imposed by 

government regulation. 

b) the existence of any condition where failure to meet minimum regulatory standards may constrain 

the enterprise's ability to pay dividends or accept new business. 

Section 4210.22 The following information should be disclosed with respect to portfolio investments held by life 

insurance enterprises: 

a) description of the accounting policy regarding portfolio investments. including the rate used in 

applying the moving average market method 

b) the aggregate carrying value and market value of the investments, divided among investments 

carried at 

- moving average market 

- amortised cost 

c) for each of the components in (b): 

- investment revenue. 

- gains included in income 

- losses included in income 

d) the balance of any deferred realised gains and losses on portfolio investments to be recognised 

in income in future periods. 

e) the amount of any write-down in the current period resulting from other than temporary declines 

in the value of an entire portfolio. 

f) if appraisals are used to establish carrying values, those carrying values and the basis of 

appraisal should be disclosed separately 

Section 4210.23 Subdivide the information on portfolio investments disclosed by type of investment 

Section 4210.36 The financial statements of the segregated account business [managed funds] of life insurance 

enterprises should be presented separately from the financial statements of the general account 

business. 

Section 4210.39 Portfolio investments held in segregated accounts should be carried in the segregated account 

balance at their market value as at the balance sheet date. 

Section 4210.40 Gains and losses on portfolio investments held in segregated accounts, which arise on adjustment 

of the carrying values of the investments to reflect their current market values, should be included in 

the segregated account income in the current period. 
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Section 4210.47 Participating nnlll':Vlnnl,c:ler interest should be shown sel~~r:~fF!IV from shareholders' equity 

Section 4210.48 The following disclosures should be made by a stock life insurance company: 

a) the portion of operating income and net income derived from n~rticiDatinn business 

b) the of operating income and net income derived from non-participating business 

c) the portion of the participating account which has been allocated to 

distributed by way of declared dividends 

J:UA·nnllnA.r!': but not yet 

d) the portion of the participating account which has been allocated to policyholders, but not yet 

distributed by way of a transfer to the non-participating account. 

Section 4210.49 The following disclosures should be made a mutual life insurance company: 

a) the of operating income derived from participating business 

b) the of operating income derived from non-participating business 
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Appendix C 

Sample of companies 

Company 

Commercial Union of South Africa Limited 

The South African Mutual Assurance Society 

The South African National Life Assurance 

Company 

Norwich Life S.A. Limited 

Southern Life Association Limited 

Assurance Company Limited 

Life Limited 

Momentum Life Assurers Limited 

Liberty Life Association of Africa Limited 

Metropolitan Life Limited 

Year-end 

June 

Until 1994: September 

1995~: December 

December 

March 

March 

December 

March 

June 

December 

September 

Abbreviation 

Commercial Union 

Old Mutual 

Sanlam 

Norwich 

Southern 

Aflife 

Fedsure 

Sage 

Momentum 

Liberty 

Metropolitan 
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Appendix 0 

Disclosure checklists 

South Africa 

General 

AC121.24 Do the financial statements disclose the accounting policies applied to material items in the financial statements? 

AC121.38 Has the fact that the insurer manages assets on behalf of other parties been disclosed together with the fair value 

of those managed assets? 

AC 121.13 Do the financial statements include: 

a) directors'report 

b) balance sheet 

c) income or operating statement 

d) statement of cash flow information 

e) notes to the financial statements 

f) auditor's report 

g) actuary's report 

Actuary's report 

AC 121.21 Does the report prepared by the actuary include a statement of the actuarial values of assets and liabilities? 

AC121.21 Is the actuary's report in accordance with the guidelines issued by the Actuarial Society of South Africa, which 

includes, in addition to the requirement above, unless included in the financial statements: 

Life Fund 

AC121.14 Do the details of the movement in the life fund distinguish between: 

a) Transfers to or from the income or operating statement? 

b) The aggregate gains or losses on revaluation and on disposal of investments? 

c) All other material movements? 

Investments 

AC 121.15 Have the investments been disclosed as a separate item, analysed into major investment categories? 

AC 121.15 Has a segmental analysis of the total equity investment been disclosed? 

Income or Operating statement 

AC121.25 Have the major components of investment income. such as interest. dividends, net rentals and other income been 

disclosed? 

AC121.26 Has premium income (net of reinsurance) from policyholders been grouped and disclosed into appropriate 

categories: 

a) Individual single premiums 

b) Individual recurring premiums 

c) Group lump sum 

d) Group other 

AC 121.26 Where material, have reinsurance premiums been separately disclosed? 

AC121.27 Have policyholders' benefits (net ofreinsurance) been grouped and disclosed into appropriate categories 

separately identifying individual and group policies 
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a) death and disability claims 

b) maturity claims 

c) Annuity payments 

d) Individual policy surrenders 

e) Group member withdrawal payments 

f) Group scheme terminations 

AC121.27 Where material, have reinsurance benefits been separately disclosed? 

AC121.33 Have operating/management expenses been disclosed in total, excluding sales remuneration? 

AC121.33 Has sales remuneration been separately disclosed? 

AC121.36 Have the following been disclosed: 

a) aggregate directors emoluments? 

b) auditors remuneration distinguishing between the fee for the audit, other services and expenses? 

AC121.35 {OPTIONAL} Disclosure of the tax charge relating to 

a) individual policyholder fund 

b) company policyholder fund 

c) corporate fund 
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United Kingdom 

1Sch.7(3) 

1 Sch.2(3) 

1 Sch.7(3) 

1Sch.7(3) 

1Sch.7(3) 

1Sch.7(4) 

1 Sch.2(3) 

1Sch.2(3) 

ABI.176 

1Sch.2(3) 

1Sch.2(3) 

1Sch.Part 1 

1Sch.11 

Technical account 

Earned premiums, net of reinsurance 

a) Gross premiums written 

b) Outward reinsurance premiums 

Investment income 

Unrealised gains on investments [may also be shown in a "revaluation reserve"] 

Claims incurred, net of reinsurance 

a) Claims paid 

-gross amount 

-reinsurers share 

b) Change in the provision for claims outstanding 

-gross amount 

-reinsurers share 

Changes in the Long term business provision, net of reinsurance 

-gross amount 

-reinsurers share 

Changes in Provisions for linked liabilities 

Bonuses and rebates, net of reinsurance 

Net operating expenses 

Investment expenses and charges 

Tax attributable to the long term business 

Transfers to the fund for future appropriations 

Non-technical account 

Tax attributable to shareholders' profit 

Investment income 

Unrealised gains on investments [may also be shown in a "revaluation reserve"] 

Investment expenses and charges 

Assets 

Other financial investments 

Assets held to cover linked liabilities 

Reinsurers' share of technical provisions 

Long term business provision 

Claims outstanding 

Technical provisions for unit linked liabilities 

Debtors 

Debtors arising out of direct insurance operations 

-policyholders 

-intermediaries 

Deferred acquisition costs 

Include managed funds in the company's balance sheet 

Note disclosing total amount included with respect to such assets and liabilities, detailing amount included 

under each relevant balance sheet heading or sub-heading. 
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1Sch.28(2) 

ABI,155 

ABI,159 

ABI,168 

ABI,174 

ABI,165 

1Sch.BS(17) 

ABI,153 

liabilities 

Fund for future appropriations 

Technical provisions 

Long term business provision 

Claims outstanding 

Technical provisions for linked liabilities 

Notes 

Accounting policies relating to: 

Premiums 

Claims 

Bonuses 

Investments 

- investment valuations 

-investment income and expenses 

-investment gains 

long term business provision 

Valuation method 

Implicit or explicit provision for reversionary bonuses 

Allocation of surpluses and fund for future appropriations 

Basis of determination of appropriation of surplus from technical account 

Gross up of transfer to shareholder's profit from technical account by attributable tax. 

Basis upon which fund has been established 

Deferred acquisition costs 

Basis of determination 

Basis of rate of amortisation 

1Sch.77(1), Segmental analysis differentiating between: 

1 Sch.76(2) (b) Oi)-

(iii) 

a) Gross premiums written 

Recurring and single premiums 

Non-participating business 

-life 

- annuity 

- permanent health 

Participating business 

- pensions 

-life 

Linked business 

- pensions 

-life 

1 Sch.76(2) (b)(i) Total to be segmented between group and individual business 

ABI,181 b) Gross new business premiums 

Recurring and single premiums 
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ABI,181 

ABI,177; 

1Sch.76(1) (b) 

1Sch.Part1 

1Sch.73(4) 

1Sch.73(4) 

1Sch.73(4) 

1Sch.Part1 

1Sch.Part1 

1Sch.73(4) 

1Sch.73(4) 

1Sch.73(4) 

1Sch.Part1 

1 Sch.P&l(4) 

Non-participating business 

-life 

- annuity 

- permanent health 

Participating business 

- pensions 

-life 

Linked business 

- pensions 

-life 

Total to be segmented between group and individual business 

Basis of new business recognition 

Reinsurance payable in respect of long term business 

Investment return summary 

long term insurance business 

Investment income 

Income from land and buildings 

Income from listed investments 

Income from other investments 

Gains on the realisation of investments 

Detail on investment expenses and charges 

Unrealised gains on investments 

Net investment retum included in the long-term business technical account 

Shareholder's interest 

Investment income 

Income from land and buildings 

Income from listed investments 

Income from other investments 

Gains on the realisation of investments 

Detail on investment expenses and charges 

Unrea/ised gains on investments 

Net investment retum included in the non-technical account 

Total investment retum 

Movement in prior year's provision for claims outstanding 

Net opening balance of provision 

Net claims paid in respect of provision 

Net outstanding claims carried forward from prior year 

(Under)/over provision in respect of prior year provision 

Analysed by type of benefit 

Death claims 
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1Sch.78 

1Sch.28(3) 

1Sch.28(3) 

1Sch.46(2) 

Surrenders 

Net operating costs 

Acquisition costs 

Change in deferred acquisition costs 

Administrative expenses 

Reinsurance commissions and profit participation 

Commissions 

a) Shares and other variable yield securities and units in unit trusts 

b) Debt securities and other fixed income securities 

c) with credit institutions 

d) Other investments 

For a) and b) above. the following segmental reporting: 

Those listed on a recognised investment ..,,,,;,,"'J',,,,., 

Other listed investments 

Total listed investments 

At current value 

At cost 

term business provision 

Claims outstanding 

Technical provision for linked liabilities 

Fund for future appropriations 

Further segmented on a line-item basis as follows: 

Opening balance 

Movement in technical provisions for the year 

Transfer to fund for future RDI'"Jmnn"IlII":'n.<: 

Closing balance 

Calculated by actuary 

Principal assumptions: 

Mortality 

Interest rates 

Above to be segmented between the following classes of business 

Ufe 

- partiCipating 
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1 Sch.P&L(5) 

- non-participating 

Pensions 

- participating 

- non-participating 

Annuities 

Changes in bases or assumptions since year 

Basis of determination of deferred tax relating to long term business provisions 

Amount charged for bonuses and rebates 

A review of disclosure in the annual financial reports of life insurance companies in South Africa: 1999 



Univ
ers

ity
 of

 C
ap

e T
ow

n

[)arron West . Master of Oomm Ce 

Australia 

ED735.2 

ED7315.2 

ED7316 

ED7317 

ED7317.1 

The financial report of a life insurer should include: 

a) statement of financial performance 

b) disclosure of movements in equity in a note or in the statement of financial performance 

c) statement of financial position 

d) statement of cash flows 

The financial report must include a brief description of the tax regime applying to the life insurer and disclose the 

basis on which carrying amounts of deferred tax assets and liabilities have been determined. 

Financial performance disclosures 

a) premium revenue 

c) investment revenue, showing revenue from: 

- equity securities 

- debt securities 

- properlies 

- other 

e) outwards reinsurance expense 

f) operating expenses, showing: 

- claims expense relating to death and disability risk exposures 

- policy acquisition expenses 

- policy maintenance expenses 

- investment management expenses 

- other 

g) that part of the change in policy liabilities that relates to policy obligations other than those arising from the 

inflow or outflow of components of premiums akin to deposits 

h) investment revenues paid or allocated to policyholders, including the current year allocation of participating 

policyholder benefits 

Financial position disclosures 

Assets: The following must be disclosed in the broad order of their liquidity 

a) investments, showing: 

- equity securities 

- debt securities 

- properlies 

- other by major class, where applicable 

b) operating assets 

c) reinsurance recoveries receivable 

ED73 17.1.3 {OPTIONAL} Disclose segmental analysis of investment categories above 

ED73 17.2 Liabilities: Policy liabilities and other liabilities, by nature, must be disclosed in the broad order of their liquidity. 

The following components of policy liabilities must also be shown: 

a) future policy benefits 

b) future bonuses 

c) future expenses 

d) future planned margins of revenue over expenses 
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ED7317.3 

ED7317.4 

ED7317.5 

ED7317.6 

ED7317.7 

ED7318 

ED7318.1 

ED7318.2 

ED7319.3 

e) future charges for acquisition costs 

f) balance of future premiums 

~ 
Retained profits wholly attributable to shareholders and any other retained profits must be separately disclosed 

Restrictions on assets 

The restrictions attaching to assets held for the benefit of policyhholders must be disclosed 

Guaranteed or assured returns of funds invested 

The amount of policy liabilities which related to guaranteed or assured returns of funds invested must be 

disclosed 

Solvency information 

The amount of equity retained as solvency reserves and the basis of establishing the amount must be disclosed 

Managed funds and other fiduciary activities 

A life insurer must disclose the nature and amount of its involvement in managed funds and trust activities and 

whether arrangements exist to ensure that such activities are managed independently from its other activities 

Actuarial information 

The following must be disclosed in the notes to the financial statements 

a) the effective date of the actuarial report on policy liabilities and solvency reserves 

b) the name and qualifications of the actuary 

c) whether the amount of policy liabilities has been determined in accordance with the methods and 

assumptions disclosed in the financial report and with the standards of the [Actuarial Society of South Africa] 

d) whether the actuary is satisfied as to the accuracy of the data from which the amount in c) has been 

determined 

Disclosure of assumptions 

A summary of the key assumptions used in determining policy liabilities must be disclosed in the notes to the 

financial statements, including: 

a) discount rates, asset mix, and inflation rates 

b) rates of commission 

c) profit carriers used for each major product group 

d) future maintenance and investment expenses, the rate of inflation applicable to them and any automatic 

indexation benefits and premiums 

e) rates of taxation 

f) mortality and morbidity, by reference to the identity of the tables 

g) rates of discontinuance 

h) rates of growth of the unit prices in respect of unit-linked benefits 

I) the basis of allocating future participating benefits 

j) rate of future supportable participating benefits 

k) the crediting philosophy adopted in determining future supportable participating benefits and how it compares 

with the life insurers actual practice 

Investment linked and non-investment linked business 

Information required by paragraph 19.1 must be disaggregated as between those amounts relating to 

investment linked business and those relating to non-investment linked business 
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Appendix E 

Aggregate disclosure scores 

South Africa 

CompanylYear 1993 1994 1995 1996 1997 

Commercial Union 59% 84% 84% 81% 81% 

Fedsure 69% 91% 91% 91% 92% 

Liberty 74% 85% 82% 81% 92% 

Metropolitan 78% 94% 91% 97% 97% 

Momentum 75% 88% 88% 88% 89% 

Norwich 88% 94% 94% 94% 94% 

Old Mutual 56% 85% 92% 92% 92% 

Sage 42% 44% 44% 80% 82% 

Sanlam 84% 94% 94% 94% 94% 

Southern 72% 85% 85% 85% 79% 

Aflife 69% 81% 81% 75% 78% 

United Kingdom 

CompanylYear 1993 1994 1995 1996 1997 

Commercial Union 44% 48% 49% 53% 53% 

Fedsure 37% 44% 45% 45% 45% 

Liberty 38% 55% 47% 42% 49% 

Metropolitan 32% 48% 48% 48% 46% 

Momentum 33% 35% 35% 42% 44% 

Norwich 38% 46% 46% 48% 49% 

Old Mutual 32% 38% 45% 45% 45% 

Sage 17% 23% 25% 38% 42% 

Sanlam 47% 49% 53% 57% 57% 

Southern 34% 40% 40% 40% 38% 

Aflife 34% 41% 42% 43% 42% 

Australia 

CompanylYear 1993 1994 1995 1996 1997 

Commercial Union 35% 36% 36% 38% 38% 

Fedsure 30% 41% 42% 42% 42% 

Liberty 36% 42% 43% 43% 46% 

Metropolitan 29% 44% 45% 45% 45% 

Momentum 27% 40% 40% 48% 48% 

Norwich 39% 44% 46% 44% 44% 

Old Mutual 28% 38% 44% 44% 44% 

Sage 29% 29% 30% 40% 43% 

Sanlam 43% 47% 54% 56% 56% 

Southern 29% 32% 32% 34% 37% 

Aflife 29% 37% 39% 41% 41% 
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Appendix F 

United Kingdom incremental disclosure 

1993 to 1995 

Standard 

reference 

1Sch.7(3) 

1Sch.7(3) 

1Sch.2(3) 

1Sch.7(3} 

1Sch.7(3} 

1Sch.2(3} 

1Sch.2(3) 

1Sch.11 

1Sch.28(2) 

ABI.155 

ABI,159 

Disclosure required 

a) Gross written 

b) Outward reinsurance premiums 

Unrealised gains on investments 

in a "revaluation reserve"] 

a) Claims paid 

-gross amount 

-reinsurers share 

also be shown 

in the Long term business provision. net of 

reinsurance 

Net expenses 

Transfers to the fund for future appropriations 

Include funds in the balance 

sheet as footnote} 

Fund for future appropriations 

Technical provisions 

term business provision 

Ar:.~.nllnm1n plolic:les relating to: 

Premiums 

Claims 

Bonuses 

Investments 

-investment income and expenses 

-investment gains 

Valuation method 

Implicit or explicit provision 

A review of disclosure in the 

Total 

incidence of 

incremental 

disclosure 

Companies affected by 

incremental disclosure 

Metropolitan 

Metropolitan 

2 Liberty. Partial increment by Old 

Mutual, Momentum. 

1 Metropolitan 

·1 Decrement by Momentum 

-1 Decrement by Momentum 

1 Sanfam 

2 Momentum. San lam 

4 

1 NOfWich 

NOfWich. Partial 

Commercial Union. 

Aflife 
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.. 

ABI.181 

1Sch.76(2) 

(b){i) 

1Sch.76(1) 

(b) 

1Sch.Part1 

1Sch.73(4) 

1Sch.73(4) 

1Sch.73(4) 

1Sch.28(3) 

Allocation of surpluses and fund for future 

(b) (H)-(iii)] 

a) Gross premiums written 

b) Gross new business 

Total to be segmented between group and individual 

business 

Reinsurance ..... 1''''..,'''' in of long term business 

Investment income 

Income from land and buildings 

Income from listed investments 

Income from other investments 

Gains on the realisation of investments 

Un realised on investments 

Total investment retum 

a) Shares and other variable yield securities and units 

in unit trusts 

b) Debt securities and other fixed income securities 

For a) and b) above, the following segmental 

reporting: 

Total fisted investments 

Segmented as follows: 

Fund for future t:lnI"lmnrlj~firln<:.' 

Changes in bases or assumptions since previous year 

Momentum 

Commercial Union 

1 Fedsure 

1 

0.5 Partial increment Aflife 

Metropolitan 

5 Metropolitan, Momentum, 

Old Mutual, Aflife 

3.5 Metropolitan, Momentum, Norwich. 

Partial increment by Fedsure. 

4.5 Metropolitan, Momentum, Old 

Mutual, Aflife. Partial increment by 

Fedsure. 

1.5 Partial increment Fedsure, 

Metropolitan, Old Mutual 

2.5 Liberty. Partial increment by 

Fedsure. Metropolitan. Old Mutual. 

1.5 MetropOlitan. Partial increment by 

Sanlam. 

3 

5.5 

Old Mutual. Partial 

increment by Fedsure. 

Metropolitan. 

Norwich. 

Partial increment by Commercial 

Momentum, 

Southern, Aflife. 

6 Fedsure. Metropolitan, 

Aflife. Norwich, 

anies in South 1999 
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1995 to 1997 

Standard Disclosure required Total Companies affected by 

reference incidence of incremental disclosure 

incremental 

disclosure 

1Sch.2(3) Unrealised gains on investments [may also be shown 0.5 Partial increment by Sage 

in a "revaluation reserve'1 i 

1Sch.7(3) Claims incurred, net of reinsurance 

a) Claims paid 1 Sage 

1 Sch.7(3) Changes in the Long term business provision, net of 1 Sage 

reinsurance 

1Sch.7(4) Changes in Provisions for linked liabilities 1 Sanlam 

1Sch.2(3) Investment expenses and charges 0.5 Partial increment by Commercial 

Union 

ABI,176 Tax attributable to shareholders' profit 1 Sanlam 

1Sch.2(3) Investment expenses and charges 0.5 Partial increment by Commercial 

Union 

1 Sch.11 Include managed funds in the company's balance 1 Liberty 

sheet [show as a footnote} 

Liabilities 

Fund for future appropriations 1.5 Partial increments by Commercial 

Union, Sage, Aflife 

Technical provisions 

Technical provisions for linked liabilities 1 Sanlam 

Notes 

Accounting policies relating to: 

Claims 1 Norwich 

1 Sch.28(2) Investments 

-investment income and expenses 1 Partial increment by Commercial 

Union, Sage 

~ -investment gains 1 Momentum 

Long term business Qrovision 

ABI,155 Valuation method 3 Momentum, Sage, San lam 

ABI,159 Implicit or explicit provision for reversionary bonuses 0.5 Sage 

Allocation of surpluses and fund for future 2 Norwich, Sage 

appropriations 

AB/,168 Basis of determination of appropriation of surplus from 1 Norwich 

technical account 

ABI,165 Basis upon which fund has been established 1 Norwich . Segmental anaillsis differentiating between: 

'[1 Sch.77(1), 1 Sch.76(2) (b) (ii)-(iii)] 

a) Gross premiums written 1 Sage 

Recurring and single premiums 1 Sage 

1 Sch.76(2) Total to be segmented between group and individual 1 Sage 

(b)(i) 
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business 

ABI,181 b) Gross new business premiums 0 Norwich. Decrement by Sage. 

Investment return summary 

Long term insurance business 

1Sch.Part1 Investment income 

1Sch.73(4) Income from listed investments 0.5 Partial increment by Liberty 

1Sch.Part1 Detail on investment expenses and charges Commercial Union 

Unrealised gains on investments Momentum Partial increment by 

Sage. Decrement by Liberty. 

Net investment retum included in the long-term 2 Liberty, Momentum 

business 

Shareholder's interest 

1Sch.73(4) Gains on the realisation of investments 0.5 Partial increment by Liberty 

Unrealised gains on investments 2 Liberty, Momentum 

Total investment retum Partial increments by Sage, 

Sanlam 

1Sch.28(3) Total listed investments 1.5 Commercial Union. Partial 

increment by Norwich. 

Policyholder liabilities and fund for future 

appropriations 

Segmented as follows: 

Long term business provision 1 Sage 

Fund for future appropriations 2 Partial increments by Commercial 

Union, Momentum, Sage, Aflife 

Further segmented on a line-item basis as follows: 

Opening balance Sage 

Movement in technical provisions for the year Sage 

Closing balance Sage 

Long term business provision 

Calculated by actuary Sage 

1 Sch.46(2) PrinCipal assumptions: 

Interest rates 2 Sage, Momentum 

Changes in bases or assumptions since previous year Momentum, Old Mutual, Sage. 

Decrements by Southern, 

Metropolitan. 
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Appendix G 

ANOVA output 

Anova: Two-Factor With Replication 

SUMMARY 1997 1996 1995 1994 1993 Total 

SA 

Count 11 11 11 11 11 55 

Sum 969.4879539 956.9917929 924.33203 924.1152597 766.6468254 4541.573862 

Average 88.13526853 86.9992539 84.03018454 84.01047816 69.69516595 82.57407022 

Variance 46.656634 50.37721811 200.3731162 198.5830652 173.1369105 168.8410597 

UK 

Count 11 11 11 11 11 55 

Sum 510.8416452 499.9545533 476.024154 455.6238822 385.7132114 2328.157446 

Average 46.44014957 45.45041393 43.27492309 41.42035293 35.0648374 42.33013538 

Variance 29.77754149 31.45436293 59.16625696 57.1410142 61.83257475 60.85524289 

OZ 

55 

Sum 484.4521 045 475.7982583 451.0341074 428.9550073 352.6143331 2192.853811 

Average 44.04110041 43.25438712 41.00310067 38.99590975 32.05584846 39.87006928 

Variance 26.90141707 32.27177241 47.22388614 30.93931512 27.87503022 49.32751812 

Total 

Count 33 33 33 33 33 

Sum 1964.781704 1932.744605 1851.390291 1808.694149 1504.97437 

Average 59.5388395 58.56801832 56.1027361 54.80891361 45.60528394 

Variance 454.9368987 453.2839862 498.9083837 530.2821928 382.9238151 

ANOVA 

Source of Variation SS df MS F P-value F erit 

Sample 63236.39505 2 31618.19752 441.7141611 0.0000000% 3.056371156 

Columns 4052.95252 4 1013.23813 14.15519117 0.0000001% 2.431967516 

Interaction 277.2326446 8 34.65408057 0.48412621 86.6053024% 2.000625443 

Within 10737.10115 150 71.58067436 

Total 78303.68137 164 
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Scheffe's method of multiple comparisons 

(r-1) 4 

F 5% 2.428166113 

2.082840053 

Critical range 6.491201837 

A B A mean B mean Difference Absolute Significant 

1997 1996 59.5388395 58.56801832 0.970821184 0.970821184 No 

1995 59.5388395 56.1027361 3.436103401 3.436103401 No 

1994 59.5388395 52.3467924 7.192047102 7.192047102 Yes 

1993 59.5388395 45.96302804 13.57581146 13.57581146 Yes 

1996 1995 58.56801832 56.1027361 2.465282217 2.465282217 No 

1994 58.56801832 52.3467924 6.221225919 6.221225919 No 

1993 58.56801832 45.96302804 12.60499028 12.60499028 Yes 

1995 1994 56.1027361 52.3467924 3.755943701 3.755943701 No 

1993 56.1027361 45.96302804 10.13970806 10.13970806 Yes 

1994 1993 52.3467924 45.96302804 6.383764356 No 

2 

F 5% 3.051823683 

5.350912982 

Critical range 13.21973062 

A B A mean Bmean Difference Absolute Significant 

SA UK 81.31144395 41.8372153 39.47422866 39.47422866 Yes 

OZ 81.31144395 39.87006928 41.44137467 41.44137467 Y,es 

UK OZ 41.8372153 39.87006928 1.967146013 1.967146013 No 

SA = South Africa 

UK::: United Kingdom 

OZ::: Australia 
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Anova: Two-Factor Without Replication: local standard compliance 

SUMMARY Count Sum Average Variance 

Row 1 2 197.2973 98.64865 3.652301 

Row2 2 194.4444 97.22222 15.4321 

Row 3 2 193.75 96.875 19.53125 

Row 4 2 191.6667 95.83333 34.72222 

Row 5 2 191.6667 95.83333 34.72222 

Row 6 2 191.6667 95.83333 34.72222 

Row 7 2 188.8889 94.44444 61.7284 

Row 8 2 181.9444 90.97222 163.0015 

Row9 2 181.25 90.625 175.7813 

Row 10 2 178.7879 89.39394 224.977 

Row 11 2 178.125 89.0625 239.2578 

Column 1 11 969.488 88.13527 46.65663 

Column 2 11 1100 100 0 

ANOVA 

Source of Variation SS df MS F P-value F crit 

Rows 233.2832 10 23.32832 50.00% 2.97824 

Columns 774.2452 774.2452 33.18907 0.02% 4.964591 

Error 233.2832 10 23.32832 

Total 1240.812 21 
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PGN1034.2 

Appendix H 

South African actuarial disclosure requirements 

South African actuarial disclosure requirements (applicable on or after 1 

January 1998) 

The actuarial report should include at least the following unless shown in the 

rest of the financial statements: 

1. Statement reflecting: 

.. actuarial values of assets and liabilities [also AC 121.21] 

.. Free reserves 

.. prudent best-estimate liabilities should be published (Le. best-estimate 

valuation plus prescribed and second-tier margins) 

2. Total amount of capital adequacy requirements, and a brief description of their 

nature [PGN103 Annexure A 9] 

3. Description of valuation basis and methods according to which different broad 

categories of liabilities were valued: 

.. Assumptions used in valuation (mortality, morbidity, expenses), and how 

these compare with actual experience 

.. Effects of expected future deviations (e.g. effect of AIDS on mortality), and 

how this was taken into account 

.. Assumptions for and relationship between investment items (returns, discount 

rates, inflation, growth in returns) 

.. Way in which policyholders' reasonable expectations were provided for (e.g. 

future bonus rates, supportable or last declared). In the case where the 

maintenance of last-declared bonus rates (other than in the case of market­

related policies) is not assumed for all future years, this must be disclosed 

with details of the reductions in bonus rates assumed. [PGN1043.1] 

4. Material changes in bases and methods since previous year and effect thereof 

5. Any other descriptions or explanations to enable a lay reader to gain 

meaningful appreciation of the figures presented 

6. Whenever less than prescribed margins have been allowed for, this fact as 

well as the amount by which the liability has been reduced thereby 

7. The nature of any second-tier margins must be defined, and the reason for 

their existence as well as the broad financial effect thereof on earnings must 
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PGN1034.4 

PGN1034.5 

PGN1036 

be disclosed. Where a provision for the expected allocation of profit to 

shareholders forms part of the best estimate liability (para 2.7, PGN104) it 

must be disclosed on a similar basis 

8. Description of the way in which asset values are smoothed, if applicable 

--,,?9. Description of the basis on which bonus stabilisation reserves are determined 

10.Any conSistency adjustment should be split between the portion relating to 

free reserves and the portion backing policyholder liabilities 

11.A reconciliation of the increase in free reserves over the valuation period with 

earnings 

12.The earnings should be split into the following components: 

• Investment returns (including realised and unrealised capital 

appreciation/depreciation) after tax generated by free reserves. It is further 

recommended that this item should be split into investment income and capital 

appreciation. 

• Operating profit after tax from the insurance business and other activities of . 

the insurer. 

• Changes to the valuation assumptions. 

• It is recommended that the split between new business profit and the balance 

be disclosed. 

13.Additional disclosure is desirable, provided that it is meaningful. For example, 

should embedded values be supplied, then the basis of calculation as well as 

the assumptions must also be given to the extent necessary to make this 

information meaningful. 

14.An appropriation of earnings between inter alia non-distributable reserves, 

unappropriated free reserves and distributable reserves should be given. 

A negative balance of free reserves will require explanation in the financial 

statements. 

If free reserves are less than the capital adequacy requirements, a 

commentary on the financial situation will be necessary 

Capital adequacy requirements require separate disclosure in financial 

statements in respect of financial years commencing on or after 1 January 

1995 
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PGN1038 If differences between actuarial valuation data and accounting data cannot be 

reconciled and are material, that fact should be disclosed and the actuary 

should give an opinion of the extent to which liabilities may consequently have 

been under or over valued, or state what allowance has been made in the 

valuation to allow for the discrepancy_ 
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• Country 

Method 

Date adopted 

Profit recognised at sale 

Lock in of assumptions [1] 

Appendix I 

Environment comparisons 

Actuarial environment 

The basis for the comparison of the actuarial environments in each of the 

three countries used in the benchmarking exercise conducted in this 

dissertation is the prom reporting method. A tabulation comparing the 

respective methods is given below: 

South Africa Australia United Kingdom 

Adjusted Financial Margin on Services Achieved Profits 

Soundness Valuation 

Exposure draft 1995 Exposure draft 

No Partially Partially 

No No No 

Capitalisation of assumption changes No Yes Yes 

Single or multiple profit carriers [2] Either Multiple Multiple 

Asset values Market value Market value or Smoothed market value 

discounted cash flow 

Discount rate Net earned rate Net earned rate Net earned rate 

[1] "Lock in of assumptions" means that the assumptions used at inception may not be changed during subsequent valuation 

throughout the policy's term. 

[2J A "profit carrier" dictates how profit will be released. For instance, if premiums are chosen as the profit carrier, profit will be 

released in proportion to premiums. 

Extracted from Kruger et al (1997) 

Meyer et al (1994) point out that, although there is no single "correct" method 

of profit reporting, there is significant commonality between them. The 

common features noted by Meyer et al (1994) include: 

• comprehensive, understandable and clear guidelines 

• the publication of a profit figure in the financial statements, and the 

breakdown of such a figure into its most important components 

• comprehensive disclosure requirements relating to profit recognition, 

including the pace of profit release and the mechanisms used to release 

that profit , 

• actuarial liabilities are calculated on prudent best estimate assumptions 
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Introduction 

South Africa 

• a cognisance of the importance of compliance with generally accepted 

accounting principles 

• the necessity for disclosure to mitigate the discretion given to valuators 

• the need for disclosure of the financial effects of changes to the actuarial 

assumptions. 

On the basis that such commonality has previously been identified, and has 

been used to justify recommendations to the Actuarial Society of South Africa 

regarding profit recognition by life insurance companies in this country, there 

is justification in making comparisons of the actuarial disclosure between 

South Africa, Australia and the United Kingdom. 

Insurance Environment 

Globally, insurance markets are modelled on either US or Anglo-Saxon 

principles. For the purposes of this dissertation, all of the selected countries 

follow the Anglo-Saxon approach, and as a result, there is inherent 

commonality between them. In all countries, the same types of products are 

sold, and the similar actuarial frameworks prevail. 

For the purposes of justifying comparisons of their disclosure requirements, 

some brief background information on each of the South African, United 

Kingdom and Australian life insurance industries is given below. 

The life insurance market is highly competitive, but is dominated by the Old 

Mutual and Sanlam. As indicated earlier in this dissertation, the ten largest 

life companies account for roughly 95% of total premiums. 

South African life companies operate in two diverse market segments, being 

the higher and lower income groups respectively. The lower income segment 

has particular growth potential, but with the advent of black economic 

empowerment, the higher income segment is also exhibiting some further 

possibilities for capturing market share. 

There has been a trend towards high single premium contributions to new 

business in South Africa, although individual recurring business remains the 

most profitable. 
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United Kingdom 

Life insurers in South Africa are undergoing a reassessment of their traditional 

distribution channels, as international experience suggests that consumers 

are more informed and hence more demanding. The use of independent 

advisers is increasing. Direct marketing and retailer distribution are being 

explored as alternative distribution channels. 

The life insurance product market is under threat from, amongst others, unit 

trusts, linked products and packaged products. Pure investment products are 

expected to grow substantially, and insurers are in a strong position to capture 

pure investment savings flows. However, margins on pure investment 

products are lower than on life insurance products, so volume growth will be 

critical to companies wishing to offset their compromised margins. As a 

consequence of this trend, most traditional life offices have positioned 

themselves as broadly based financial services groups. 

This industry is also characterised by a move towards broader based financial 

services groups. A number of traditional life insurers have set up banking 

operations. Bancassurers have increased their share of the life insurance 

market. There is also an increasing convergence of the insurance and fund 

management industries. 

The UK life industry continues to be characterised by strong competition 

leading to pressure on margins and a continuing need to reduce unit costs. 

This pressure has led to some players pricing at a loss in an effort to buy 

market share. The top ten companies account for about two thirds of the 

market (measured by new business premium income), although none has a 

market share greater than 15%. 

Competition within the industry has been most pronounced with regard to 

distribution channels, product innovation and the use of technology. 

Continued rationalisation of the insurance industry is expected as companies 

will need to achieve economies of scale to grow. Those companies without 

sufficient access to capital, mass or the will to reduce costs to support 

competitive products are expected to be acquired by or merge with stronger 

competitors. This will result in a move towards a decreasing number of 

108 --------------------------------------------------------------------------A review of disclosure in the annual financial reports of life insurance companies in South Africa: 1999 



Univ
ers

ity
 of

 C
ap

e T
ow

n

Darron West Master of Gommerce 

Australia 

medium sized companies with the remaining companies as either small niche 

players or large companies. 

Market participants fall within four general categories: 

\II) the larger traditional life offices; 

\II) bank-owned subsidiaries, both local and foreign; 

\II) foreign-owned subsidiaries of international life groups; and 

\II) smaller local life companies. 

Total assets, premiums and policies in force are dominated by the three listed 

companies that have recently converted from mutual status - AMP, National 

Mutual and the newly-formed Colonial Group. 

Foreign-owned life insurance companies account for 25 per cent of assets 

managed by the industry. Bank-owned life companies account for around 16 

per cent of industry assets, although they account for around 30 per cent of all 

premiums. 

According to Standard & Poor's, Australia is a relatively small market with an 

apparent degree of overservicing. The highly competitive nature of the 

industry and the high regulatory insolvency requirements are likely to 

encourage some companies to seek greater economies of scale which will 

lead to consolidation and withdrawals as participants examine their long term 

strategic viability. 

The life insurance industry in Australia exhibits a medium level of 

concentration. As at 31 March 1997, the top 4 players accounted for 68 per 

cent of total assets in statutory funds, and 50.5 per cent of total Australian 

premium income. 

Consolidation, mergers and withdrawals are likely to remain a feature of the 

industry as the relatively small and mature Australian market cannot sustain 

the current number of authorised life insurers. The foreign-owned life 

companies and smaller life companies would appear to be facing the most 

pressure from the emerging competitive environment. 
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Summary 

life insurance companies face pressure to broaden their distribution channels 

to aid customer accessibility and convenience and to find a cost-effective 

distribution system. life insurers are facing competitive pressures on margins 

which is forcing them to reduce the number of agents and find more economic 

distribution methods. 

The principal commonalities which may be identified from the descriptions 

above are: 

• Domination by large players, which has precipitated a trend towards 

consolidation. 

• Margin pressure resulting from consumerism and a focus towards pure 

investment products, and consequently higher levels of competition. 

• Changing distribution channels to seek captive markets and competitive 

advantages. 

These observations are consistent with the introductory comment that 

industries modelled along Anglo-Saxon lines are broadly similar. On the basis 

of the demonstrated commonalities above, comparison of disclosures in these 

countries is meaningful. 

In spite of the justification for comparison given above, it should be noted that 

the disclosure requirements of all countries are worth examining, irrespective 

of industry similarity, on the basis that disclosure is meant to give users of 

financial statements more insight into the overall performance, future 

prospects and risks inherent in the companies being examined. While the 

premise for the development of disclosure requirements may differ, it is the 

nature of the information disclosed that should be examined for its value, 

rather than the premise itself. 

110 
------------------------------------------------------------------------------------------------------------------------
A review of disclosure in the annual financial re orts of life insurance com anies in South Africa: 1999 



Univ
ers

ity
 of

 C
ap

e T
ow

n

I 

Darron West Mastel" of C'ommerce 

Bibliography 

Books, dissertations and theses 
EVERINGHAM, G.K. and WATSON, A. (1998). "Generally Accepted 

Accounting Practice: A South African Viewpoint", 2nd Edition, Juta, Kenwyn. 

FOSTER, G.J. (1975). "The association between accounting earnings and 

stock prices of insurance companies", PhD thesis, Stanford University. 

Articles/Papers 

KLEIN, M. (1997). "Metlife moves to more transparency", Sunday Times 

Business Times, November 30. 

DAVIS, J. (1995). "AC121 - New disclosure requirements for long term 

insurers", Accountancy SA, January. 

MEYER, H.P., GOBEL, P.H. and KRUGER, N.A.S. (1994). "Profit reporting 

for life assurance companies in South Africa", [Presented to the Actuarial 
" 

Society of South Africa], November. 

WHEWELL, R. (1990). "Accounting for Ufe Assurance: Truly Fair or Fairly 

True?", Accountancy, February. 

Finance Week, (1998). "Excellence in Financial Reporting", February 12 - 18. 

WIXLEY, T. (1998). "Foreword: Excellence in Financial Reporting", Finance 

Week, February 12 - 18. 

BARTLETT, W.J. (1997). "Proposed Accounting Standard ED73 Financial 

Reporting of Ufe Insurance Business", [Letter to the Australian Accounting 

Research Foundatioh], April. 

Internet 
KPMG (Canada). (1998). "1997 Ufe Insurance Reporting Survey", [Online]. 

Available: http://www.kmpg.ca/insure/vIl97Iirs. 5/5/98. 

INTERNATIONAL ACCOUNTING STANDARDS COMMITTEE. (1999). 

"Current Projects: Insurance", [Online]. Available: http://www.iasc.org.uk, 

28/3/99. 

~ __________________ ~ __________ ~ __________ ~ __ ~ __ ~~~~ _______ 111 
A review of disclosure in the annual financial reports of life insurance companies in South Africa: 1999 



Univ
ers

ity
 of

 C
ap

e T
ow

n

Darton West Master of Commerce 

Statutes and Professional Standards 
mn!::Inl".":: Act, 1 

AC ODD, "Framework for the Preparation and Presentation of 

South African Institute of Chartered 1990. 

AC 204, "Accounting and Reporting Practices of Long Term 

Institutions". The South African Institute of Chartered Accountants, 1 

.. AC 121, "Disclosure in the Financial Statements of 

South African Institute of Chartered Accountants, 1994. 

PGN 103, "Life Offices - Report valuator in financial e:t!:lt""n"""!"lte:" 

The Actuarial Society of South Africa, 1 

PGN 104, "Life Offices - Valuation", The Actuarial 

Society of South Africa, 1997. 

/.' Draft 73, Reporting of Life Insurance Business", 

Australian Accounting Foundation, 1 

Supplement, "Illustrations of Financial Reporting of Life 

Accounting Standards Board, 1996. 

"!'o::t:!:Itl'>,mlCOlnt of Recommended Practice on Accounting for 

of British Insurers, 1 

liabilities of life insurance ""nt'or!",!"! 

Chartered Accou ntants, 1997. 

AcG-9, "Financial reporting by life insurance ""nT""rn,!"Ie:, • ..:: 

Institute of Chartered Accountants, 1997. 

Section 4210, uLife insurance enterprises - specific items", 

Institute of Chartered Accountants, 1998. 

Canadian 

Section 1508, 

Chartered Accountants, 1 

uncertainty", The Canadian Institute of 

Section 3860, "Financial instruments - disclosure and presentation", The 

Canadian Institute of Accountants, 1995. 

27, "Consolidated Financial Statements and Accounting for 

in Subsidiaries", International Accounting Standards Board, 1 

"Intangible Assets", International Accounting Standards 

1 

_____________________________________________________________________ -12 

A review of disclosure in the annual financial re insurance com anies in South Africa:1999 



Univ
ers

ity
 of

Cap
e T

ow
n

Darroo West Mastel" of Gommerci' 

Annual Reports 
Commercial Union of South Africa Limited, Annual Reports 1993 - 1997 

Old Mutual, Annual Reports 1993 - 1997 

Sanlam, Annual Reports 1993 - 1997 

Norwich Life S.A. Limited, Annual Reports 1993 - 1997 

The Southern Life Association Limited, Annual Reports 1993 - 1997 

African Life Assurance Company Limited, Annual Reports 1993 - 1997 

Fedsure Life Assurance Limited, Annual Reports 1993 - 1997 

Sage Life Limited, Annual Reports 1993 - 1997 

Momentum life Assurers Limited, Annual Reports 1993- 1997 

Liberty Life Association of Africa Limited, Annual Reports 1993 - 1997 

Metropolitan Life Limited, Annual Reports 1993 - 1997 

Other sources 
ILSLEY, B. (1998). "Disclosure address to the 5th annual long-term 

assurance conference", [Speech], March. 

PRINSLOO, M. (1997). "Relatively speaking", HSBC Simpson McKie, 

October. 

TRUYENS, P. (1999). "Insurance industry comparison", [e-mail 

correspondence] . 

WEGNER, T. (1995). "Analysis of Variance", [Course Notes: Research and 

Survey Statistics, University of Cape Town]. 

Business Information Memorandum, "AMP Life Limited", Ernst & Young, 

1999 

"Current issues in the UK Life Insurance Industry", Ernst & Young, 1999 

Typi-Ufe Insurance Company Limited, "Illustrative Annual Report and 

Accounts prepared under the Insurance Companies Accounts Regulations 

1993 - Life Insurance Company", Price Waterhouse, 1995. 

Circular 2/98, "Half-yearly statistics", Life Offices Association, 1998 

___________________________________________________________________ 113 

A review of disclosure in the annual financial reports of life insurance companies in South Africa: 1999 




