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Introduction

This is a cover note to the attached near-final version of the chapter on insurance
services, in Eurosiat's methodologicul manual on statistics of service enterprises.
Insurance is one of seven groups of activities which are included in the manual.
Another 15 "financial services" {other than insurance). The title "insurance” includes
pension funding (ISIC/Rev. 3 6602). The chapter also touches on activities auxiliary
to insurance and pension funding (ISIC/Rev. 3 6720).

Eurostat has established a General Framewaork, for obtaining information on the seven
groups of activity, which is adapted as neccessary to the circumstances of each. The
General Framework covers three groups of variables, which are called "variables on
the structural characteristics of the units”, "accounting data on the units” and "data on
employment in the units”. The first two have more relevance to insurance than the
third. The "accounting data” cover most of the "production account” and of the
“generation of income account” in the national accounts (ESA, 111), and also some
variables connected with gross fixed capital formation. There is also a variable on the

prices of products sold. The variables do not include transactions in, and levels of,
financial assets.

The adaptation for insurance follows this General Framework as closely as possible.
Concentration on production and on the generation of income appears entirely
appropriate for insurance, as in a numbcr of EC countries information on insurance

enterprises’ activities in financial markers is already better developed than information
on the resources which they produce and use.

Although I have mentioned the important link to the national accounts, the approach
in the manual is a disaggregated one, so that the choice of reporting unit is impartant
and gets much attention. For most sectors, the manual is at present only
methodological, and establishes guidelines for data collection rather than seeking to
prescribe what information should be collected or what survey methods should be
used. There is, however, an annex to the chapter on insurance, on sgurces of
information. For this sector, administrative sources are very important.



Given the EC conlext, there i& frequent reference to various EC Directives, in
particular that of 19 December 1991 on the annual accounts and consolidated accounts
of insurance undertakings (91/674/BEC, in the Gfficial Journal L 374, of 31 December
1991}, in thiz cover note refered to as the "1991 Accounting Directive”. This is a
major step forward in obtaining uniformity, within the EC, in the form of the
information in the profit and loss uccount und in the balance shect. The required
information is very delailed and, with some cxceptions, it lits in well with the
requiremenis of cconomic statistics, Nearly all the accounling variables in the manual's
chapter on insurance are defined in terms of the items of the profit and loss account
prescribed by this Directive, One of its consequences will be a virtually complete
separation of information on life insurance fram that on non-life insuranec, even if the
insurance undertaking continues to operate as a "composite” insuser. Another will be a
lot more information about transactions belween insurcrs and reinsurcrs.

Other EC Dhrectives referred to are : 73/239/EEC and 79/267/EEC (for product
classitications, non-life insuranee and lidc insurance respectively) and 92/49/FEC in
regard (o the future frecing of international trade in insurance services within the 2C.

The remainder of this cover note lisis arcas of interest and gives short comments on
those arcas which have caused ditficulty. The full discussion of each of 1he listed
lopics is in the scetion, of the chapter on insurance, which is referred to.

Nodes on arcas of inlerest

8.

The topics covered in this cover note are the following:-

Page
E Form ot the production account 3
1. Choice of statistical unit 8
IH, Activity classes 8
V. Product classes 9
V. Variables on structural characteristics 10
VI Reinsurance 10
Vil.  Changes in technical provisions 10
VI Invesimenl incnme 10
IX.  Capital guins (life insurance) 11
X. Labour costs and intermediaic expenditure 12
Xl Inlernationat rade jn insurance services 12
XL Prices of producis 12
XIII.  Insurance auxiliaries 12
XIV. Sources of information 13
XV. Conclusion i3

There is also an annex o this cover note on the background to the treatment of

investment income, for non-life insurance, and of cerlain uncealized capital gains, for
life insurance.
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Form of the production agcount (1),

Starting with non-life insurance, there is the familiar concept that part of the premium
goes to pay for claims (or indemnities) - sometimes this is called the net premium -
and that part is retained to pay for the insurer's own costs and 1o provide his operating
profit. The scecond part is often called the service charge. In the 1979 ESA (315k)
this is formulated, for non-life insurance, as follows:-

Premiums earned (2) Claims due
Balance = services produced

In the case of life insurance and pension tunding, where there is also a substantial
element of savings, it is formulated {with some rearrangement {3)) as:-

Premiums earned Claims due (4)
Imputed interest accruing 1o Variations in the actuarial reserves
insurance policy holders against cutstanding risks and
Realized capital gains which in reserves for with-profits
are in fact distributed insurance

Balance = services produced

The imputed interest accruing to policy holders is defined (432) as that part of the
interest accruing from the technical reserves which is credited to the policy holders;
this definition is row to be revised, sec the annex to this cover note, paragraph A/3.

In insurance entcrprises’ own accounts, as they are to be codificd in the 1991
Accounting Directive, there is a slightly different terminology, but a broadly similar
treatment in the profit and loss account (Article 34), The terms "technical provisions"
{not "technical reserves") and “investment income" are used. The profit and loss
account is divided into two parts : technical and non-technical. In non-life insurance,
all investment income is credited initially to the non-technical account and in life
insurance all investment income is eredited initially to the technical account.

And generation of income account.

I have left out the word "gross", which was intended w set the contrast with "net
premium”, in the sense mentioncd above. Unfortunaely, there is a completely
different sense of "gross”, as gross or net of reinsurance.

The rearrangement is to treai the imputed interest and realized capital gains as credits,
rather than as deductions from the variations in the actuarial Teserves. The effect on
the balance is 1he same.

Including supplementary payments to the insured in the form of distributed profits,
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However, there is provision to transfer investment income between the two accounts,
at will, onless a Member State decides otherwise. The treatment of investment
income is to be standardised in the proposed form of the production account. The
reasons for this are covered in paragraph 25 below, in the annex to this cover note and
in pages 88 to 89 of the chapter on insurance [Annex 4].

The form of the production and generation of income accounts, above and below the
"line" of the value of services produced. is given in the Table on the next three pages,
which is taken from pages 83 to 85 of the chapter on insurance. Apart from
investment income, there are three other points to note. Firstly, insurers receive
commissions from reinsurers wnd from agems. It seems right to treat these as
aperating tevenue, just as the commiissions which they pay are treated as operating
expenditure; the item introduced to cover this in the Table can also serve as a home
(or revenue in the form of charges made to subsidiaries eic for headquarters services
provided, which is also operating revenue.  However, unlike premivms, these
elements of operating revenue do not come from policy holders -to this exient, the
value of services produced cxeeeds the "service charge” to policy holders.

Secondly, an important matter: insurers incur claims management costs (eg payments
to loss adjusters and any internal costs allocated to the settlement of ¢luims). In the
codified version of insurance enterprises’ accounts in the 1991 Accounting Directive,
they will still be included, without being distinguished, in "claims incurred"”. I[deally,
they should be separately estimated and treated as intermediate expenditure
("purchases of goods and services") or as labour costs: they are not like claims paid 1o
policy helders, which are part of the transfer of resources amongst the insured.
Thirdly, a separate item is included for the profits of non-tesident subsidiaries or
branches. These are not part of production or the generation of income praper. hut in
effect they are a substitute for the direct export or import of insurance services, which
in future are likely to become much more common within the EC.

In principle, the value of insurance services produced could be measured "top down”
or "bottom up". The top down approach is complex, particularly lor life insurance, sa
it might appear easier to measure the value of production fiom below, as the sum of
gross operaling surplus, labour costs and intermediate expenditure. [lowever, this is
deceptive, as the figure of profit shown in an insurance enterprise’s own accounts may
not accord with the definition required: in fact "gross operating surplus” is determined

from the top down, as is made clear in both SNA and ESA, and in the munual's
General Framewort.,



INSURANCE : ACCOUMTING VARIABLES ON THE UNITS : TABULAR PRESENTATION : HET OF REINSLURANCE

TABLE

Hem Code Of which: {For NACET0
number Exporis 6271} Split
in this jand code} life/non-lite
Table
L. PRODUCTION ACCOUNT
Credits {nit)
1. Premiums
(a2} Gioss premiurns writlen;
(1) Direct insurancs 81a No fHs
{iiy Reinsurances accopled 81b No Yes
(i) Pension conributions:
- Schemes for individuals a1 Na Yes
- Schemes far graups [from
amployers and employees) 8id No Yas
{iv} Tatad 8 Yes: {80) Yus
of which® . Regular pramiums and
cortributions 81e No Yes
Single premiums and
coniributions 81t No Yer
(b} less Qutward reinsurance premiums
{premiums caded to reinsurers) 13a Yes: {12b) Yes
{c] eruala Net written preriums plus pension
contributions 8% Yee (89D} Yes
{d} Change in provision for unearnad pramiums
{net of reinsurance) (+ or ) {aa] Big No Yes
e} equals Earned premiums plus pansien coniributions 89¢ No Yes
2. Gross portolio investment Income {on technical
provisions | ineluding investment incame on
pension funds) 82a Mo Yus
3. Commissions raceived (aa) 83a Yes:(83b) Yas
4. {a) Less MNet claims incurred {-) {bb) B4 No Yas
th) of which:
- Claime paid {-) Bda No Yes
{c) of which: - Pension & annLities 84b ko hi=
(d) - Other (oc} 84¢ No Yes
(8) - Amounts recoverable trom reinsurers (+) 840 Mo Yes
(f} Change in provisions for claims, nat of relnsurance (incr-3 ade No Yes



TABLE 1 (Continued)

INSURANCE : ACCOUNTING VARIABLES ON THE UNITS : TABULAR PRESENTATION : NET OF REINSURANCE

Item Code f which: {For NACE70
numker Exports 821} Bplit
in this [and eode) litefhon-lile
Table

5.8} {Life insurance onty). Gapital
qains, realized and unrealizad, 85a N

Yoz
rredited 1o the techical account
(1) 1 ess (il insarance only) -
Change in lifa inguranee provision
inei of rsinsurance) (iner -} 25h Mo Yes
ic} Less change in other wchincal provisions
inet of reinsurance) and in the equalisation HEe Mo YWes
pravisien (ner - (dd)
3 Totl = Generation of the "Margin™ {or value of praductian
of Insurance sorvices) 21 No Yes
NOTES:

“Iner = Increase

{md) Inclugding other technical income and amounts raceivably from affilates tor services provided, if separately identiliabls
{bb} Fer preference, excluding an estimate of clalms managemen costs

fee) including eapital sums paid from pension schemes and on maturity of life policies.

{dd) Including surpluses of panséon funds;and the change in provision for unexpired nisks.
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Tabie 1 confinued : INSURANGE : ACCOUNTING VARIABLES ON THE UNITS: TABULAR PRESENTATION (continued)

[E=m Ceoda {(For NACGESTD
rumber 821) Split

in this lifiziron-life
Tokle

1. COSTS QF PRODUCTION AND BALANCES

E. Valug of production of insurance sarvices ["Margin®) # BIF 21 Yes
Debits
7. a. External expenditure on services and services other than frem
re-insurers (1) BSd No
Ot which:
B.a. Gommissians payable to agents BGa No
8.b. Other externai axpenditure on goads and senvices {2) 86b Mo
8. Ralance = Gross value added at market prices # 20 HNa

Debits {comtirued)
12, Labour coata [2)

(a} Gross wages and salaries 11 Mo
{b) Emmployers’ campulsory social security contributions {2a N

(¢} Empiloyers’ confibutions o own (group) ponsion schemes
and other labour costs ] No
13, Balance = Gross operating surplus at tactor cost 31 No

Iit. AEMAINDER OF PROFIT AND LOSS ACCOUNT (part)

14, Othar portdolio investmant income 82t

Yes

15. Prolits recsivable from direct Invastments In other countries 8T7a No
[iteme 17 and 18 are doubtful]
18. Profits recoivable from domeslic subsidianes & trade

investments $ 87k N
17. Balance = Total available for distribution (befora taves on

incoma) $ 87c Mo
IV. CAPITAL ACCOUNT (part)
18, Net change in tixed capital 32h No
Memo item
19. Turnovar adjustad 1o include gross portfolio investmant ncoms

on technical provisions (This is Codes & + 82a) 3% Yas
Molas
*  Partof item

$ Doubrtful ltams
# Including gross portalio invastment insome (on technical provigions) and wvestmen! income of pension funds
(1) Code 85d = Gode 13 less Code 13a

= Tetal of Codes 86a to 86b, where Codes 13 and 13a are defined as in tha Genwral Framework,

For Code 133, sea item 1 (b} in the table on the previous paga.
{2} For praferance, including claims managment casts.
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hoice of siatstical uni

This question is covered in paragraphs 808 to 825 of the chapter on insurance. The
following points are worth noting. Firstly, for insurance, the “enterprise” is defined
to include wholly owned invesimoent subsidiaries, even though these may be separate
tegal unils (see the chart on page 5 of the chapter on insurance). Secondly. the
proposal is to “scc through" the costs of other common service companices, if they
form part of the same corporate group, s that the split between labour costs and
intermediate expendilure cun be obtained at enterprise level, Thirdly, for the variable
on the profits of non-resident subsidiaries, a different reporting unit, the “institutional
unit” (HSA 106 and 212-6) iy to be used. The proposuls for reporting units are
summarised on page 21 of the chapter on insurance.

A connected matier is the exient of consolidyion. The new SNA regards
consolidation as something to be avoided as much as possible. This is pertectly
consisien! with the choice of the enterprise, rather than the corporate group, as the
reporting unit.  However, a feature of the basic accounting data of insurance
enterprises makes them, in one respeet, equivalent to consolidated data - the treatment
of reinsurance. The basic concepts of earned premiums and of ¢laims incurred are net
of reinsurance, and so are the risks carried by a insurance enterprise (as reflected, in
the balance sheet, in "technical provisions™. This 18 tantamount to the consolidation
of transactions hetween enterprises acting as insurers and enterprises acting as
reinsurers, as is recognised in the LSA (714¢). The msason given there was a practical
one, but it 1s also a matter of the presentation of Lthe insurance enlerprise's exposure o
risk. Having said this, it is also worth noting that the data on the gross flow of
transactions between insurers and reinsurcrs will now be considerably expanded
within the FC, a5 a result of the 1991 Accounting Directive - see paragraph 23 below.

Activity Clusses

Activity classes are covered in paragraphs 832 10 846 of the chapter on insurance, and
1 Annex 2. As previously, insurance plus reinsurance Is treated as a single activily in
the international classifications, "T'here is a case for treating reinsurance as a separate
product (see paragraph 19 below). Life insurance and pension funding are separate
sub-activities which are often conducted by the same enterprise.  This raises the
question of the basis for classifying to one or the other as the primary activity - see
paragraphs 836 to 846 of the chapler on insurance. When life insurance is regarded as
the primary activity, pension funding can still be distinguished as a separate product
and 1t 13 propased that this should he done, for the single variable "gross premiums

writien” or "pension contributions”. by reference to the nature of the contracts with
the policy holders.
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Product Classes

The chapter on insurance contains proposals for the EC's CPA ("Classification of
Products according to Activities") which seeks to refine the CPC by placing product

classes within activity groups (which is not 1o say that all products must be part of the
primary activity of the activity/product group).

(a) Non-life insurance. See Annex 3 of the chaprer on insurance. The classes are
defined in terms of the more numerous classes in the 1973 EC Directive
{73/239/EEC). The same link has been shown by the OECD Insurance
Committee, who are already publishing figures of premiums by product
classes. In OECD's publications the classes are identical with the CPC. Two
changes ure proposed for the CPA. The first is to alter the present wording of
CPC 81294 (freight insurance services), which seems too narrow in the light
of the corresponding class in the EC 1973 Directive; in the country notes of
OECD's publication there are signs of some variation in the definition, from
one country to another. The second is to introduce a new class "wavel and
assistance”, which would include the EC class "assistance™ but would be
wider. It is clear that package insurance policies of this kind are sold very
widely, by every bank and every travel agent, and it seems preferable to

regard what is sold as a single package as one product rather than to allocate it
to four or five different risk classes.

The question whether reinsurance (on all types of risk) should be treated as a single
separate product has not yet been resolved. If so, the classification by classes of risk
would apply only to direct insurance. That is the approach of the 1991 Accounting
Directive (Article 63). The present draft of the chapter insurance takes the line - the
same as that followed by the OECD Insurance Commitice - that it is more informative
to break down reinsurance by classes of risk, as well as direct insurance. This can be
provided for through the variables, by laking the breukdown as far as "net written
premiums”. ‘The difficulty lies in reinsurances accepted, which cannot always be
broken down hy cluss, for instance in the case of “treaty” reinsurance. For this reason,
a separate category, reinsurance of non-life risks n.e.c., is shown at the end.

(b)  Life insurance and pension funding. The proposals for the CPA - see Annex 3
of the chapler on insurance - are quite new; in effect there is no CPC for life
insurance etc. As far as possibie, the classes are defined in terms of those in Directive
79/267/EC, but a further breakdown, into the main types of life insurance policy, was
necessary. The distinction within funded pension schemes for groups, between
"money purchase” (or "defined contribution") schemes and "final salary” (or "defined
benefit") schemes, is important and s well understood in the industry.
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1t is considered lhat there is little meuning in the concept of "local unit” for insurance.
An attempt is made to develop one of the ways, suggested in the General Framework,
in which the "demography" or the characteristics of enterprises can be analysed. This
is in the form of suggested indicators, for each enterprise, on its legal status, its
attachment Lo a corporate group, and on the question whether it conducts reinsurance
as well as direct insurance. {Sec pages 24 t0 27 of the chapter on insurance). This
provides scope for cross analysis of various kinds. For instance, cross analysis with
the accounting variables, which could be a way of approaching the very difficult
gquestion of the penetration of domestic markets by non-resident groups, and vice
versa - see the discussion on Code & (pages 3! and 32 of the chapter on insurance).

The following notes relate 1o the "accounting variables” - those which appear in the
2 g ppe

tables of the production account and the generation of income account shown on
pages 5 10 7 above.

Reinsurance

It was mentioned in paragraph 15 above that there will be a lot more information
about gross transactions between insurers and veinsurers as a result of the 1991
Accounting Directive. This is shown in Tables 2 {a) & {b) of Annex 4 of the chapter
on insurance (on pages 86 and 87). It includes the reinsurer's share of:  the gross
change in the provision for claims; the gross change in the life insurance provision;
and (for non-life insurunce) the gross change in the provision for uneamed premiums.
Commissions are reccived by insurers from reinsurers {who also make deposits with
insurers - see the discussion of investment income in Annex 4 of the chapter on
insurance). Reinsurers may be liable for part of payments made by insurers 1o loss
adjusters etc - but this elemnent is not distinguished in the 1991 Accounting Directive.
However the overall total of transactions with reinsurers must be shown, both for
non-life insurance and for life insurance. Tt is called the "Reinsurance balance”, see
Article 63 of the 1991 Accounting Directive.

h in technical provisions

These are not just the provisions related to premiums and claims.  For non-life
insurance, there are also provisions for unexpired risks, the equalisation provision and
"other”. With life insurance, the changes in the life insurance provision will include
investment income and capital gains allocated to policy holders, individually or
collectively, see the following paragraphs.

Inves Incom

This question is covered in detail in pages 88 to 93 of the chapter on insurance. The
buckground to the change in treatment of investment income, for non-life insurance,
1s also explained, in more detail, in the Annex to this cover note. The origin was
macro-economic, bhut the case is made in the insurance chapter for similar and
uniform treatment at enterprise level, und this has been generally accepted, subject to
further consideration of the details of implementation, One reason is that figures in
insurance enicrprises’ OwWn accounts are not uniform in this regard; it is left 10 each
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non-lifc insurance enterprise to decide whether to include alt or part of the investment
income in the "technical” account, or 1o include all or part in the “non-technical”
account, and this will continue under the 1991 Accounting Dircctive.

Capital gains (Jifg insurances)

In the 1991 Accounting Directive, there is a presumption that capital gains (realised
or unrealised), pass through the profit and loss account, before being allocated to
policy holders' reserves or to shareholders' reserves. But the distinction is not made,
within the profit and loss account, between capital gains on funds which are specific
to unit linked policies and other capital gains. The former are aulomatically matched
by increases in technical provisions, the latler not necessarily so. In the national
accounts, it is proposed to identify those capital gains which are allocated to policy
holders, and to show the increase in technical provisions net of these (see Annex to
this cover note, A/2). The allocation to policy holders of capital gains is likely 10 be
determined, except for the unit-linked policies, on an actuarial basis which takes a
long view. Unfortunately, the capital gains actually allocated to policy holders are

also not identified in the profit and loss account to be compiled according o the 1991
Accounting Directive,

In the chapter on insurance for the manual, the presumplion is that all or nearly all
capital gains carried from the balance sheel into the profit and loss account are
allocated (o policy holders (though this is only immediate and automatic for the unit-
linked type of policy); 1o the extent that this is done in the same accounting period,
they net out within the production account. 1f any are transferred to shareholders, eg
by being included in the balance of the "life technical account” - both the value of
production and operating surplus would be wrong, since the definition of the
production of services excludes capita!l gains. But the only way to deal with this
problem would be to obtain information, not provided for in the 1991 Accounling
Dircctive, on the extent to which the capiial gaing carried into the profit and loss
account arc actually allocated to policy holders within the same accounting period.
To exclode such capital gains fram the production account is only a change of

presentation, and does not solve the problem of identifying them (See pages 93 to 93
of the chapter on insurance).

There is o further difficulty when the allocation of unrealised capital gains (to policy
holders or to shareholders) has not been made by the end of the accounting period, so
that they are held in a holding reserve. There will be separate information on this
clement of the capital guins carried into the profit and lpss sccount, and it would be
possible to deal with them by exclusion lrom the production account, At present, this

exclusion is not proposed, but the effect is the same 1 the end. See A/6 in the annex
to this cover note,
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Labour costs and intermediate expenditure

The distinction between the two elements of costs is not made in insurance
companies’ accounts, This is continued in the 1991 Accounting Directive, which
prescribes a "funcuonal™ analysis of total costs (operating expenscs, acquisition costs
and investment management charges). Each includes an element of Jabour costs and
an clement of intermediate expenditure. In the chapler on insurance of the manual,
this 18 covered in the definition of the appropriate items, see pazes 36 and 59.

See Annex 5 to the chapter on insurance {pages 97 to 104), Cross border trade in
surance services is often replaced by direct investment transactions, but within she
EC there will in future be more cross border trade, as an insurance eaterprise located
in one IC country will soon be able w trade throughout the EC whilst following the
regulatory praclice appropriate to its own country. The Annex distinguishes the
following elemenis of cross-horder trade : reinsurance, direct insurance of "large"
risks and of "mass” risks. (The terms "large” and “mass” were defined in an earlier
Dircetive.} It also goes into the criteria for deciding what is a cross border
rransaction. This can be complicated, for instance, if a multi-natianal enterprisc takes
a central decision of policy 10 insure all or most risks with an insurer located in one
country,

Pric

t products

The General Framework of the manual includes prices of producis. Evidently the
first step is to have a definition of products, and here there has been some progress. It
is hoped to do further work on price and volume mcasurcs (following up my paper
Tor the 1991 meeting of the Yoorhurg group).

The main thing to be said now is thar it is not yet setiled whether in concept there is
such & thing as a producer's price for an insurance service. There is always & mixture
between an indemnity (a transfer between policy holders) and the insurer's service
charge to policy holders. The upparent price - the premium rate for a defined package
of cover - cau go up because () claims become more frequent, (b) the indemnity is in
reul terms and is affected by a change in cither average or relative prices, (c) there 18 a
quality change (eg larger compulsory "excesses” on the cover of risks such as that of
the settlement of a house), or (d) the service charge increases as a proportion of the
premium.  On one argument, only the latter element and - possibly - changes in
relative prices are "price” changes. In the interim, no definition of the price of an
ingurance product is given in the manual.

Insurance auxiliaries

See page 96 of the insurance chapier. Information on their revenues, taking all
auxiliaries in aggregate, is potentially available from the framework for obtaining
information from insurance enterprises, For information on the costs and profits of
auxilbiaries, wnd for disagregated information on their revenue, it is necessary 10
launch a survey, There is a problem about the register for such a survey: it is unlikely

10 be available as o by-product of regulation (in contrast to the situation for direct
mnsurers).
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It should be noted that there is gross recording of premiums paid to insurers and
commissions paid to auxiliaries - both in insurance enterprises’ own accounts,
followed in the 1991 Accounting Directive, and in the framewaork in the chapter on
insurance of the manual. This may not accord with the way in which the auxiliary
looks at the matter, since he often collects the cash and deducts his commission,
particularly with international business, There may also be a tendency for both
parties to "score” export earnings as thelr own.

g £ inf :

There is a brief Annex 10 the chapter on insurance on this subject : Annex 6, pages
105 to 107. It covers both registers and variables. It will be developed at a later
stage. Direct insurance is well regolated, so that the framework can probably be
implemented without special surveys, except perhaps on particular points such as
capital gmns; however, there are problems when the published accounts are
consolidated so as 10 include non-resident subsidiaries, It is more likely that special
statistical surveys will be needed in 1the arca of specialist reinsurers and awxiliaries.

nclysion

The main objective up 1o now has been to establish methadological guidelines an the
measurement of the production of insurance services, consistently with Eurostat's
General Framework for measuring the production of other services, with the revised
concepts of the national accounts, with the international activity and product
classifications, and with the definitions set in the 1991 Accounting Directive for the
profit and loss account of cach enterprise’s published annual accounts. The cover

note above outlines the principal points of interest and of difficulty, with references to
the more detailed discussion in the chapter an insurance.

The question of a data collection prograimme has not yet been addressed. Given that
regulaton by Member States of direct insurance activities 1s well established, a
unified data collection programme of dircet insurance aclivities may present few
problems. But the new developments in the field ol imernalional trade, within the
EC. in insurnince services will have to be taken into account. On the onc hand, it
might be necessary ta establish prioritics for collecting certain types of duata; on the
other hand both the conceptual framework and the published annual accounts cover a
"package” of data, so that there may be little advantage in designaling some types of
data as having higher prionties than others.
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(5)

The treatiment of invesiment income 18 covered in detail in pages 8% to 93 of the
chapter on insurance. It is worth mentioning the backyground to the change {for non-
life insurance, which started from the macro-economic perspective. M. A Vanoli of
INSEE wrote a paper which pointed out that, with investment incoime excluded, the
gross operating surplus of non-life insurance enterprises could well be negative and
thiat - because of the growing telative importance of the investment income - the
estimated trend of the "volume" of non-life insurance services prodoced was not
realistic. The initial proposition of INSEE was to treat the invesiment income as the
lirst source [tom which claims would be paid, so that the definition in parayraph 9
above would be ultered as Nollows: -

Premiums earned Claims due

legs investment income
Balance = Services prodoced

This was reformulated by Eurostat's working group on national accounts, in April
198Y, ax the following extracts of the minutes show:-

(1) For hoth life and casuvalty iusurance the service charge will be defined as:
premiums earned
+ net income from the investment of technical reserves

- claims due

changes in techimcal reserves and reserves for with-profits insurance

nel of the capital gains and losses allocated to the insured included in
these technical reserves.

(v) to re-establish the identity between net premiums (5) and claims in respect of
casualty insurance, the net income from investment of technical reserves will
be shown as distributed to policy holders and returned by them to the

insurance enterpriscs, as is done for life insorance ... "

"Net" in the special sense used in the national accounts - see paragraph 9 above,

- Annex, page 1 -
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This introduces a chunge in the previous definition” ... interest accruing o pohcy
holders".  However, 1o non-life insurance as well as in life insurance, the technical
provisions (reserves) belong, in a sense, 1o the policy holders collectively, and their
existence certainly serves to keep premiums lower than they otherwise would be. The
difficulty with the new definition is that the assets ansing from the investment of
technical provisions are not usually segregated, so that the income arising from their
investment can only he estimated by making assumptions. A way is suggested in the
insurance chapter for doing this, lurgely by using data from the habilities side of the
balance sheet (see pages 90 10 96).

This trestment in the ESA is tantamount (o regarding the investment income which is
deemed to be returned by policy holders to insurance enterprises as if it were what
might be called an "imputed premium supplement”. (But this term hus not been
adopted as the basic term to describe this imputed flow). There 1s no particular
estimation problem so far as statistics of the output of enterprises are concerned - the
amount can be estimated directly.  In mucro-economic slalistics, however. it is
necessary to estimate which are the counterpart sectors, as with ather imputed (tows -
for instance, what 1% treated as a oredit 1o the production account of an insurance
enterprise wall be a debit to the production account of iis policy holder, if he is also
trader. And residents (whether traders or houscholds) may import insurance services,
All this 15 outside the scope of the chapter on insurance, but it can be seen that it
shares features with the propesal, in the new SNA and ESA, to allacate the "imputed
output of banking services".

The case 1s made in the insurance chapter for similar treatment at enterprisc level, and
this has been pgenerully accepted, subject to further consideration of the details of
implementation. The case for uniformity of treatment is pretty strong. In the {991
Accounting Directive, there is complete freedom either 10 credit the investment
income 1o the technicul account {by transfer from the non-technicad account). or to
leave 1f in the non-technical account. The CBS Netherlands has kindly provided
nformation which confinms the diversity of treatment, in that country. About 25% ot
nen-life insurance enterprises transter investment income to the "technical” account in
order to include it in the chuange in the technical provisions; about 4% wansfer pat
of it to the technical account, without adding it to technical provisions: ubout 153%

transfer all of it to the technical account in the same way, and ubout 20% transter
none of it.

- Annex, page 2 -
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When assets are valued in the balance sheet at market values, some or all of the
changes in their value may be carried initially {still through the “technical part of the
profit and loss uccount for life insurance) to a holding reserve, called the "reserve for
future appropriations” (see Article 22 of the 1991 Accounting Directive) - in other
wurds, they ure not yet allocated 1o either policy holders or shareholders. (These
value changes are to be carried back to the non-technical account before the balance
on the "life technical account” is struck.) In the manual, there is a choice: eithcr this
clenent of the changes in asset values can be excluded from the capital gains shown
as vredits in the production account, by reference to the known allocalions to this
reserve, or 1t can be included above the "line” und offset as a quasi-change in the life
Insuranue provision, At present, the latter aption is chosen - see pages 94 and 95 of

the chapter on insurance. ‘The etfect on the balance is the same, whichever option is
chosert.

- Annex, page 3 -
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INTRODUCTION

This chapter on insurance aims to complement the General Framework and take
account of the special features of insurance. It should not be scen as a programme but
as a set of methodological guidelines to assist member states.

Although the manual is only for guidance, its General Framework gives standardized
definitions of the statistical units of observation, of activity classifications and of the
economic variables, This chapter adapts these definitions to the circumstances
appropriate to insurance, and adds definitions of economic variables which are specific
to insurance. These definitions are also based on, or reconciled with, the definitions
used in other information systems for insurance, in particular the stalistics preparcd by
the OECD Insurance Committee and the layout of the profit and loss account of
insurance enterprises, contained in the Council Directive 91/674/EEC of 19 December
1991 on the annual accounts and consolidated accounts of insurance undertakings (),
hereafler referred to as the 1991 Accounting Directive.

General deseription of the insurance sector

The term insurance covers a number of different activities, which are destined to
satisfy different needs and to perform various functions in the economy. Two elements

characterize the activities of insurance: the diversification of risks, and the allocation of
financial resources,

The main economic¢ function is to transfer risks to specialized companies which assure
risks fo a certain amount through the collection of a payment (premium). However,
there are differences between types of insurance: the basic underlying prisciple of non-
life insurance is the 'motualization of risks’ transferred by a wide range of insured
persons ar institutions; in life insurance ; there are two functions: the mutualization of
risks and financial intermediation (the management and investment of savings).

Reinsurance has as its objeclive the distribution and compensation of mainly large
risks.

Insurance companies, especially life-insurance companies, are also financial institutions
{although not in the technical sense of the 1991 Accounting Directive) which play a
very important role in the allocation of resources. The large amounts of money
regularly received in the form of premiums have to be properly invested in various
types of assets to ensure the necessary solvency and liquidity to meel claims; part of
these amounts has to be invested in assets as determined by legislative technical
provisions. In this respect, insurance is subject to economic policy.

Life and non-life insurance can be further divided into different classes. Life insurance
embraces operations based on capitalization, of which there are a great vanety:
survival or death insurance, annuities, supplementary insurance against special personal
injury or sickness, permanent health insurance, capital redemption operations,
management of pension funds, etc. Non-life insurance business can be divided into a
number of classes: accident and sickness, motor insurance, transport {(with the
distinction between insurance of the merchandise and the means of transport itself), fire
and naturai forces, civil liability of all kinds (motor, industrial, professienal, eic.)
credit and suretyship, financial losses, legal expenses, etc.

(1) 914674/EEC Official journal L 374 of 31 December 1991, p.7
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The different classes of insurance also vary, as a result of the unique requirements of
the industry that is being insured. For example, reinsurance and transport insurance
are, by far, the most internationally traded businesses. Transport insurance is a
necessary complement to transportation and it is customarily pravided by the seller
under the usual terms of international trade.
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THE ENTERPRISE AS TH C STATISTICAL ITIN THE SECTOR
Potential statistical units in the sector

The General Framework lists and defines four types of statistical unit, in accordance
with NACE 70.

- the enterprise.
- the group of enterprises.
- the local unit.

- the kind-of-activity unit.

As far as statistics on the insurance sector are concerned, these units are of varying
significance, as discussed in the following paragraphs.

It is suggested that in the case of insurance, as for other financial service aclivities, the
statistical unit should generally be the “enterprise”. Tt is the lowesl level of unit which

is legally autonomous, which keeps a scparate and complete set of accounts and which
1§ assessed for taxes on income.

In many member states existing statistical enquiries directed to insurance undertakings
are likely to have been designed on the basis that the "enterprise" is the statistical unit:
and the situation may well be the same, at present, in respect of returns required by
most national supervisory bodies. But in some member couatries, where consolidation
of published accounts is already the norm, statistical enquiries will have been designed

taking the group of cnterprises, with non-resident subsidiaries de-consolidated, as the
unit.

In some member states the legally autonomous enterprises may not qualify as separate
"institutional units” (as defined in ESA 212-216) because they do not have autonomy
of decision with respect to income distribution and financing. Where the enterprise and
institutional unil are not identical, the latter may be the only feasible unit for reporting
certain variables - see para 814 below. For preference, the degree of aggregation of the
enterprises should still be only to the lowest level at which there is autonomy of
decision. So the enterprise is the preferred unit,

The arguments against an even lower level of unit (such as the “"local unit") seem
compelling, in the case of insurance. The underwriting of risks is a centralized
function; so is the investment of funds. The sale of insurance is often donc by mail or
through independent intermediaries (brokers), so that in most countries insurance
enterprises have few local offices. There is little point, therefore, in collecting separate
figures for the few local offices of insurance companies.

The arguments against laking the group of enterprises as the unit are not quile as
conclusive, The 1991 Accounting Direclive puts emphasis on the consolidaled accounts
implying that separale accounts for the consitutent undertakings may have less
importance than hitberto, and may not even be published seperately. The group of
enterprises could therefore be considered as a potential unit,
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Structure of enterprises in the sector

In general, the structure of the enlerprises corresponds to the structure of the activities.
Enterprises specialize in life insurance or in non-life insurance. Some specialize in
reinsurance but reinsurance is also conducted by enterprises mainly engaged in direct
insurance, Lloyd's' of London also specializes in reinsurance; in form it is an
association of underwriters but it appears to qualify as a quasi-corporale enterprise (as
defined in ESA 223.1 and 235e¢). In a number of member countries, there exist
“composite” insurance enterprises which conduct both life and non-life business and
pool their costs. In other countries, whilst life and non-life insurance enterprises are
legally separate, they have only a small staff and purchase the services of a separate

enterprise, which provides common administrative services to both life and non-life
enterprises,

In seme member states the organization of a typical group of insurance enterprises has
the structure of the diagram which follows, in which non-resident subsidiaries are not
owned direclly by resident insurance enterprises, and in which the "institutional unit”
brings together both life and non-life insurance activities. A further characteristic of
the institutional set-up in these and possibly other member states is that certain
statistical data {variables) may have to be obtained on the basis of the enterprise as the
unit, and others (cg. central staff costs) on the basis of the "institutional unit".

In the diagram above, the top helding unit is included within the insurance institutional
unit, since the institutional unit is used in describing the process of income distribution
and financing and the underlying legal units do nat have autonomy wilh regard to this
process. Secondly, when (as in some countries) subsidiaries located in foreign
countrigs are owned directly by the top holding unit, the institutional unit excluding the
top does not possess information about these subsidiaries.



Figure 1 - The structure of a typical insurance group
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Analytical advantages and disadvantages: In section 2.1 the tentative conclusion was
drawn that, in the case of insurance, the enterprise was preferable as the unit of
observation for analytical purposes.

If insurance undertakings market subsidiary products, the insurance activity will be
accompanied by these subsidiary activities wherever no separate enterprise is
established, but this problem would be exacerbated by taking a wider unit of
observation. CGxamples are : insurance broking, the letting and management of real
property and the financing of the construction of real property.

Advantages and disadvantages in data collection: It is common for a financial
institution 10 engage in financial activitics other than the mainstream ones. For
instance, it is common for credit institutions to offer insurance to their customers from
within the same company group, But a separate insurance subsidiary is usually set up
for the purpose - that is, a separate enterprise, with its own accounts; indeed, national
regulation of insurance may demand this. This phenomenon points to an advantage of
taking the enterprise as the unit; the figures for the credit institutions based on the

enterprise unit would then show separately their profits derived from ancillary activities
such as insurance,

In some countries, however, the regulation of insurance, and the requirements for the
publication of accounts, relate to the group. The 1991 Accounting Directive also
relates to consolidated accounts, i.e. to accounts for the group of enterprises. In these
cases dala relating to the constituent enterprises of the groups would have w be
obtained separately, as they would not appear in the published accounts,

There are serious disadvantages to the use, for economic indicators, of data taken only
from the consolidated accounts of groups of enterprises:

a) Such consolidated data cover group transactions whether in the reporting
country, in other member states or in non-member states; but it is fundamentat
to macro-economic statistics that subsidiaries and branches situated in other
countries should be separaled from their parents.

b) The groups may be conglomerates: e.g. banks which own insurance companies.
c) The coverage of the company group may well change over time.
d) Generally, data taken from a unit at a high level of aggregation is less

informative than that taken from units at a lower level of aggregation.
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One alternative, where published figures arc used as the primary source, is Lo de-
cansolidate partially by obtaining separately only figures for those enterprises within the
group which are located outside the domestic territory; this is necessary in any event, in
order to compile figures for the balance of payments. The result will be 1o obtain a figure
consolidated at the level of the domestic teritory, in which cnly transactions wilh
subsidiaries and branch offices located outside the domestic territory will be treated as
transactions with separate enterpriscs. This may be adequate for macro-economic
statistics but is only a second best for other analytical purposes: for instance, the partially
consolidated figures relating to the domestic territory would not show separately
transactions betwcen direct insurers and any specialist reinsurer which. although a
separate enterprise, was part of the same company proup. The resulting institutional unit
will not be wider in its scope than the resident part of a company group, since by
definition institutional units always exclude non-resident entities; also, as with statistics
based on the company group, the resident parts of non-resident entities should be
included, as "notional resident units”, ESA 214.

Alsa, for consistency with the definitions used in the balance of payments and national
accounts, the activities of the enterprise should cover only those activitics which are
conducted on the domestic tercitory, It may be necessary 1o adjust the figures in the
annual profit and loss account of the parent enterprises, which may include the activities
of their branches (as opposed ta subsidiaries) resident in othes countries. Most
rultinational activity is however conducted through subsidiaries, which by definition are
sepdrate enterprises with separate accounts.

A different situation occurs when the principal activity of a financial institution is
combined with other kinds of subsidiary activities. In these cases any figures based on
group accounts would include both the subsidiary and principal activitics. When the
subsidiary activities cross the boundary between insurance and monetary intermediatiun
or other financial intermediation, de-consolidation of group figures will be necessary. In
that situation, the whole group would be divided into separate institutional units and the
top holding unit would then form an institutional unit by itself.

Another phenomenon is that of the life insurance company which owns one or more Unit
Trusts (or in french SICAV - société d'investissement i capital variable). These may well
be set up as separate subsidiaries. The reverse phenomenon, that of the Unit Trust which
owns a life insurance subsidiary, for instance in order to qualify for tax relief on pension
business, also exists. This clearly illustrates the difficulty of taking fi gures only at group
level. A unit trust will be classified to another heading of the activity classification
{probably NACE/REV.1 67.12}, so that, if it owns a life insurance subsidiary and figures
are only abtained for the whole group headed by the unit trust, it would be necessary to
breakdown the group figures into those relating to the primary activity (unit trust) and
those relating to the secondary activity (life insurance). If, however, the life insurance
business is conducted through a separate subsidiary established for that purpose, figures
compiled at enterprise level will distinguish the two activities without further adjustment,
Conversely, when an insurance undertaking owns separate investment subsidiaries, it
may be convenient to regard both these subsidiaries and the parent undertaking as
forming a single "enterprise” {in the sense of a statistical unit), even if the investment
subsidiaries take the form of unit trusts (see diagram on page 5).
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SCOPE AND STRUCTURE OF THE SECTOR

Main activities of the seclor

Insurance is generally understood as being the accepting {or "underwriting") and
spreading of risks, with the provision of an indemnity in monetary form on the
oceurrence of specified events. The contract between insurer and insured is set out in a
“policy”; the insured person pays, usually annually, a specified "premium” to secure
the indemnity or indemnities specified in the policy. Often the insurer lays off, or
reinsures, part of the risk with another insurer or with a specialist reinsurer,
particularly in the case of large risks which are to be insured against casualty or
accident. Premiums received from policy holders are known as “direct” insurance, as
distinct from premiums accepted from other insurers for reinsurance. There is a main
distinction between life and non-ltife (accident and casualty) insurance,

In several T3C countries life insurance enterprises now do much deferred annuity
business {"pension funding") in which payment of an indemnity on death is secondary,
and the main purpose is the provision of a pension, on survival to a specified
retirement age. This is the main method of proviston of private ("occupational"}
penstons In some countries and is a development of two earlier variants of life
insurance proper - "endowment" insurance {(payment of a capita! sum on survival to a
specificd age) and annuities (payment, in exchange for a capital sum, of an annuity so

long as the annuitant survives). In NACE/Rev.1, pension funding is shown separately
from other life insurance.

In the casc of life insurance and pension funding, where the insured events occur in the
long-term, the activity of insurance enterprises is to a large exient the investment of the
funds received as premiums, to the policy-holder's best advantage. It therefore
overlaps with the parallel activity of other financial intermediaries - banks, investment

funds managed by intermediaries such as stockbrokers, unit trusts and investment
trusts.

Such intcrmediaries also engage, for example, in funding for pension provision. So do
large companies (both non-financial and financial) on behalf of their own employees.
The companies appoint independent "trustees” to manage the pension fund. Sometimes
the trustees themselves manage the investmenis of the fund; sometimes they hand
investment management over to a financial intermediary, which could be an insurance

enterprise. When they take the former course, the fund can be called a “self-
admimstered” pension fund.

Investment intermediation is ¢lassified in NACE/Rev.1 either to 65.23 ("other financial
intermediation n.e.c.: ISIC/rev.3 6599™) or to 67.12 ("security dealing activitics -
within which the draft CPC has 81323 "portfolio management services"). In the
present state of affairs, however, it is only realistic to regard life insurance as a single
activity; and to continue to accept the convention which pives risk spreading
precedence over investment inlermediation and so classifies the integral activity of a
life insurance "enterprise” to one activity heading. This is the approach of NACE and
ISIC (NACE/Rev.1: 66.01-66.02; NACE/70: 822).

Non-life insurance is included as a single activity in Lhe international classifications

(NACE Rev.l 66.03). The breakdown by types is a matter for thc product
classification.
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The activity of insurance and pension funding is accompanied by auxiliary activities
{(NACE/Rev.1 67.20). The main one is insurance broking - independent agents who act
for the insured person, advise him on competing insurers and place business on his
instructions. They are remunerated by a commission from the insurer who gets the
business. Loss adjusting - the negotiation on the value of the indemnity, when a claim
is made in respect of non-life (casualty and accident) risks - is another activity which
appears to be auxiliary to insurance. The losz adjuster is both employed and
remuncrated by Lhe insurer; his remuneration may be on a time basis or on 2
commission basis. Other activities identified as auxiliary are: insurance and pension

consultancy services; independent actuarial services and salvage administration
services.

Activity classifications

The way in which the services described in 3.1. above relate to the international
classifications can be seen in the table below, which relates w the EC aclivity
¢lassification NACE/Rev.1, and in Annexes 2 and 3. Annex 2 compares, for insurance
services, NACE/70, NACE/Rev.1 ISIC/Rev.3 and CPC. Annex 3 devclops CPC into
its Community version CPA (with descriptions) and compares the two.
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TABLE 1. Activity classification in Insurance NACE/Rev.1

NACE/Rev.1
66 INSURANCE AND PENSION FUNDING, EXCEPT
COMPULSORY SOCIAL SECURITY
66.0 Insurance and pension funding, except compulsory social
security
This group includes:
- long and short term risk spreading with or without a savings
element
66.01 Life insurance
This class includes:
- life insurance and life reinsurance, with or without a substantial
savings element
66.02 Pension funding
This class includes:
- the provision of retirement incomes
This class excludes:
- non-contributory schemes where the funding is lurgely derived
Jrom public saurces cf. 75.12
-compulsory social security schemes cf. 73.30
66.03 Non-life insurance
This class includes:
-insurance and reinsurance of non-life business:
. accident, fire
. health
. property
. motor, marine, aviation, transport
. pecuniary loss and liability insurance
67.2 Activity auxiliary to insurance and pension funding
67.20 Activities auxiliary to insurance and pension funding

This class includes:

- activities involved in or closely related to insurance and pension
[unding other than financial intermediation:

. activities of insurance agents

. activities of wsurance risk and damage evaluators
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Units engaged in several types of insurance. Except in the case of reinsurance, the so
called "composite” undertakings exist in only seven member countries - Belgium,
Greece, Italy, Luxembourg, Portugal, Spain and the United Kingdom; in many of these
countries new "composite” companies cannot be set up. They were treated as a separate
activity group in NACE/70 where they were classified under heading 821 but
NACE/Rev.1 requires their business to be split between the 3 types: life, pension
funding and non-life, This will cause difficulty. On the other hand, the OECD statistics
indicate that for most countries the split of their premiums (turnover) between life and
non-life is available. But data, on their investment income, on their costs and on the
numbers of their employees cannot usually be split between the three types of business,
However, the 1991 Accounting Directive does envisage that, in the profit and loss

account, investment income and total administrative expenses should always be split
between life and non-life business.

For units formerly classified in NACE/70 821 , it is proposed that, so long as the
whole activities of these units cannot be allocated integrally to the three categories in
MNACE/Rev.1, the approach should be to split the variables between life and non-life
whcrever possible.

In both NACE/70 and NACE/Rev.1, reinsurance is included with direct insurance.
Thus NACE/Rev.1 differs from NACE/70 in introducing, as an integral part of the
classification, the process of subdividing the reinsurance business accepted by
"composite” insurers between life and non-life. ) The 1991 Accounting Directive also
envisages that the reinsurance component should be subdivided between life and non-
life, as part of the calculation of both earned premiums and of claims incurred; separate

"technical” accounts for life and non-life are to be shown within the profit and loss
account.

NACE/Rev,1 differs from NACE/70 in introducing a sub-division between life
insurance and pension funding. There may be practical difficulties in making this
distinction when both activities are conducted by a life insurance undertaking which

does not sct up separate enterprises for the two activities. This difficulty could arise in
WO ways:

a) the allocation of the whole, undivided, undertaking to the appropriate activity
class (66.01 or 66.02 of Nace/Rev.1: see paragraphs 841 - 844)

b) Irrespective of the activity class, the subdivision of key variables (notably
turnover, Code B8) between direct life insurance premiums and pension
contributions (see para 843)

It is proposed that the subdivision should be based on the nature of the contracts

between the life insurance/pension funding enterprise and its  policy
holders/contributors.

Contracts which are approprate to ordinary life insurance (Class 66.01 of Nace/Rev.1}
are those where the major part of the benefit to the policy holder, on matunty, may be
taken as & capital sum, If the option exists - at the outset - to convert this capital sum in
whole or in part, into an annuity, the contract should still be regarded as ordinary life
insurance, because the maturity value may still be taken mainly as a capital sum,
Naturally, contracts which mature only on death should be classified as ordinary life
insurance, because the maturity value is available as a capital sum and is only optionally
converted to an annuity o the beneficiaries of the deceased person’s estate. Contracls
which mature on survival for a specified period, or on survival to a specified age, will
also be classified as ordinary life insurance, if the option exists o take the main part of
the maturity value as a capital sum.

Z} With respect to premiums {turnover}, the same process is followed through in the OECD statistics, in

arriving at "net written premiums”.
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Contracts which are appropriate fo pension funding (Class 66.02 of Nace/Rev.1) are those
where it is inherent in the nawure of the contract that the main part of the benefit an
Maturity must be taken in the form of an annuity ("the provision of retirement incomes"},
Often a restriction of this nuture is placed upon the contract, to satisfy the requirements of
direct tax authorities, who then allow more Eenerous tax privileges (iypically,
deductibility of all contributions from taxable tcome, and tax exemption of all the
wvestment income and capital gains of the fund). The direct tax authorities may 2lsa
demand that the contract specifies no surrender value before maturity and that the
contract may not mature before a specified age (typically 55). They may ullow a minor
proportion of the benefit to be taken as a capital sum (typically 25%), provided that the
main part of the benefit is taken ay a retirement income for the beneficiary or his/her
spouse; this will be taxed as income in the ycars in which it is received. The concept is

that of deferred income.

It is not necessary that the retirement annuity should be abtained from the same financial
ntermediary as that which manages the savings up to the time of retirement - it is only
necessary that the main part of the benefit on maturity should be taken in the form of an
annuity payable up to death. Also, it is nat necessary that the contributions and benefits
should be obtained through a group {(whether a group of employees or of the members of
profession). In the United Kingdem, and possibly in other member states, it is provided
by law that membership of group schemes should not be made compulsory ag part of an
employrent contract, and private pension schemes for individuals are actively marketed
by financial intermediaries. The contracts will then specify what share the individual
contributor has in a pension fund set up by the financial intermediary. It may specify the
conditions under which the maturity value may be converted to an annuity.

Pension contracts may inciude additionally rights to an annuity and/or capital sum on
premature death or invalidity. The proportion of contributions required to obtain these
benefits is typically small, and typically the contruct does not allow any cheice about
obtaining these benefits, or any option lo use a scparate intermediary. Thus, when the
contract is a "puckage" including (mainly) a retirement income, but alsa (secondarily)
Tights to premature benefits on early death or invalidity, the contract is still a pension
contragct.

Many pension funds (66.02 of Nace/Rev.1} have no activity ather than pension funding
{us defined above). These include pension schemes set up by employers or professional
associations. Thase set up by large employers may be sclf-administered. When for a
group the management of investments, and/or the insuring of risks of premature death and
invalidity is hunded vver to a financial intermediary acting us agent - which may be a life
insurance enterprise, but may be a unit trust or a bunk - the pension funding activity is
that of the group scheme and should be regarded as remaining in 66.02 of Nace/Rev |

Likewise for pension schemes where 4 finaneial intermediary offers pension contracts to
individuals.

Activity Class 66.02 excludes, as stated, non-contributory pension schemes - whether
funded or not - set up by public sector employers and (if funded) financed entirely by
employer contributions. Any other pension schemes which are not funded are alse
excluded - notably the "régime de répartition” in France, Pension schemes for civil
servants and other public sector employees will, however, be included if they ure both
funded and contributory that is, if the employee also makes a contribution. However, the
contributory schemes for some public sector employees in the United Kingdom which are
not funded, even thaugh the emplayee contributions are calculated on an actuarial basis

(know as "notionally funded" schemes) are not included, because there is in reatity no
lund,
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Often a life insurance enterprise will mix ordinary life insurance with pension funding,
without establishing separate enterprises for each. The normal eriterion for determining
which activity is primary and which secondary is the contribution of each to value
added, for which turnover is often taken as a proxy. However, there arc various reasons
for proposing, in this case (exceptionally), that the enterprise should remain classified
to 66.01, unless the proportion of ordinary life contracts is minimal (say under 10% of
premium/contribution income).

These reasons are:

a) Supervision of ordinary life insurance may be different from that of pension
funding. It is useful to have all enterprises covered by life insurance supervision
classified to Nace/Rev.1 66.01.

b} The proportion of each activity may be close to 50:50, thus creating the danger
of instability of classification,

A life insurance enterprise classified to Nace/Rev.! 66.01 would thus very often have
pension funding as a secondary activity (66.02 of Nace/Rev.1). The distinction between
the two would be made in the key variable (turnover). It may not be practical to make
the same distinction for investment income - often assets are pooled, and this is allowed
under the 1991 Accounting Directive.

As regarded turnover, the distinction between the life insurance premiums and the
pension contributions received by mixed activity enterprises would be made on the basis

of the nature of the contracts (see paras 837-840 above). The following schema would
result:

66.01 66.02
Direet Life Insurance Premiums v -
Pension Contributions v v

Reinsurance

B46.

The term “reinsurance” is used when part or all of the risks underwritien by one insurer
are transferred to a reinsurer on payment of reinsurance premium, the reinsurer
accepting responsibility of that part of the risk so transferred. The reinsurer may be a
specialist undertaking, or may conduct both direct insurance and reinsurance. Much
reinsurance is done for the so-called "large” risks, e.g. the insurance of ships, aircraft
and oil rigs and of the civil liability attaching to their operation. This indicates that
reinsurance is mainly important for the non-life insurance sector, as is supported by
OECD statistics, Reinsurance is similar to the process of sub-contracting. It seems
appropriate to confine the term to the transfer (or sub-contracting) of underwriting
risks, and not to use it when the management of investments is transferred to another
enterprise, eg. by a pension scheme to a life insurance enterprise. In such a case, the
life ingurance enterprise usually only acts as the agent of the pension scheme.

Self administered pension schemes, while managing their own investments, usually (but
not always) insure risks such as "death in service” with an insurance company; that
process should be regarded as the purchase of an insurance service by the pension
scheme, not as reinsurance. The reason for this is that a self-administered pension
scheme will be classified, by its primary activity, to NACE/REV.1 66.02 "Pension
Funding”, which at fourth digit level is separate from NACE/REV.1 66.01 "Life
insurance”, the activity appropriate to the insuring of a risk such as "death in service",
It might be appropriate to regard it as reinsurance if both the enterprise contracting to
provide the pensions and the separate enterprise contracting to insure the risk of

premature death had been classified, by reference to their primary activity, to
NACE/REV.1 66.01 “Life Insurance”,
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When pension contributions are handed over in their entirety to a single insurance
enterprise, which both manages the investments and accepts the underwriting risk for
premature death, it is unlikely to be possible - when the insurance company rather then
the pension scheme is the source of information - to break down the sum transferred
between the pension contribution proper and the insurance of premature death etc, In
that case the total is better recorded as a pension contribution rather than as a life

insurance premium, see para. 845 above. Double counting of the pension contribution
must be avoided.

oduct classificati

This section deals with the relation between a new activity classification and the draft
classification by products. In principle a product classification is not Just a subdivision
of the activity classification, since any activity which has a principal product can be
accompanied by subsidiary products which, when they are principal products, fall
within another heading of the activity classification. But, it does not appear feasible (o
subdivide life insurance (considered as a product), between rick spreading (underwriting
proper) and investment intermediation. This means that generally the headings of a
product classification for insurance will be no more than subdivisions within the
insurance activity; but they are very useful as such. The easiest way t0 study the extent
to which the same financial services (products) are carried out by financial institutions
{enterprises) falling into different headings of the activity classification, would be to

obtain designatory data on the structure and ownership of both insurance enterprises and
other financial enterprises.

Suggestions are given in Annex 3 for the classification of jnsuranee and pension
products. For life insurance and pension funding the identified products relate to the
First Council Directive for life insurance (). The non-life insurance products relate to
the First Council Directive for non life insurance (4 ; also if appropriate, they take into
account the categories as distinguished in the Second Councit Dircetive for non-life
insurance ) and the 1991 Accounting Directive,

For non-life insurance refercnce has also been made to the already existing CPC

classification. If approprate the exisling definitions of the CPC headings have been
specified further as indicated by italics in the text.

(3 79/267/KEC Official Joumal N° 163, 13.03.1973 p.1
() 73/239/EEC Officiul Journal N° L22R, 16.08.1973 p.3
) BR/357/EEC Official Journal N* L172, 04.07.1988 p.1
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ECONOMIC VARIABLES IN THE SECTOR

A number of variables are common to all services sectors. They are defined in Lhe
"General Framework" but some are adapted to the circumstances of insurance and

other variables are specific to insurance ; these are included in the following table and
defined in Annex 1.

As mentioned in paragraph 814, institutional differences between countries are such
that, in some countries, some variables can only be obtained for institutional units
{ESA 211-216), and some - notably employment variables - only for a combinatien of
life and non-life enterprises. Table 2 on page 2! sets out the various possibilities; when
reporting data it is important that member states identify the variables for which a unit
other than the enterprise has been used.

Annex 4 includes a tabular presentation for accounting variables on the units; it also
shows how investment income and capital gains are treated and indicates how the
variables can be adapted for insurance auxiliarics.
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4.1.  Structvral characteristics of the units

852,

Variables on the enterprises General Framework|  Variables
variables specific to
or adapted to
the Insurance
sector
1" Number of enterprises (or local units) X X
2 Number of local units X Not included
3 Variables concerning the characteristics X X
and demography of the enterprises
4a Division of the units according to the
number of persons employed or the number X X
of salaried hours worked
4b Division of the enterprises X Not included
according to class of value added
4c Division of the units according to size
of technical provisions {life-insurance) X
4d Division of the units according to
the size of gross written premiums X
{non-life insurance)
6 Variables relating to market share and
inlernationalization X X
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4.2.  Accounting data on the units
853,

18 leasing used by the units

Variables on the enterprises General Framework|  Variables
variables specific to
or adapted to
the Insurance
sector
8 Gross premiums written and
pension contributions (turnover) X X
8a Turnover by product (part of 8) X
8b Intra-/extra EC exports (part of 8) X X
9 Prices of products sold X X
18 Labour costs (sum of 11 and 12) X
11 Gross wages and salaries {part of 10) X X
12a Employers' compulsory social security
contributions (part of 10) X
126 Voluntary social security contributions
and other labour costs (part of 10 X
13 Purchases of goods and services X X
13a Qutward reinsurance premiums, otherwise
known as premiums ceded to reinsurers X X
(Work subcontracted to third parties)
(part of 13)
13b Tmports: premiums ceded to non-
resident insurers (included in 13) X
14 Immaterial investments X Not included
15 Fixed production X
16 Tangible investments X
I'7 Disposals of fixed assets X Not included
X
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Varigbles on the enterprises General Framework|  Variables
variables specific to
or adapted to
the Insurance
scctor
28 Duties and taxes other than VAT X
29 Operating subsidies X
30 Change in stocks X
Yariahles calculated
20 Gross value added at market prices X X
20a Gross value added at factor cost X X
21 Value of production {or margin) X X
31 QGross operating surplus X X
4.3 riables on employment of the units
854,
Variables on the enierprises General Framework|  Variables
variables specific to
or adapted to
the Insurance
sector
22 Number of persons employed (part of 22) X
222 Number of wage and salary earners
{part of 22) X
22b Number of persons employed on part-time
basis (part of 22} X
22¢ Number of female persons employed
{part of 22) X
23 Number of salaried hours worked X
24 Variables relating to personnel
qualification levels X
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4.4  Sector specific variables

855.
Variables on the enterprises General Framework|  Variables
variables specific to
or adapted to
the Insurance
sector

gia Gross preminms written: direct insurance

(part of 8) X
81b Gross premiums written: reinsurances

accepted (part of 8) X
81c Pension contributions: schemes for

individuals (part of 8) X
81d Pension contributions: schemes for

groups {part of 8) X
81e¢ Gross life-insurance premiums

written, periodic premiums (life X

insurance and pension funding only)

(part of 8)
B1f gross life-insurance premiums written,

single premiums (part of 8) X
81g Change in provision for uncarned

premiums {net of reinsurance) X
B2a Gross portfolia investment income on

technical provisions (including portfolio

investment income of pension funds) X
82b Other portfolio investment income X
83 Commissions received and other technical income X
84 Claims incurred, net of reinsurance X
84a Claims paid: gross amount X
84b Claims paid as pensions and annuities

{part of 84a) X
84¢ Other claims paid (part of 84a) X
844 Claims: amounts recoverable from

reinsurers (part of 84a) X

84e Change in provision for claims (net
of reinsurance}
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4.4  Sector specific variables {coptinued)
Variables on the entemprises General Framework{  Variablesg
variables specific to
or adapted to
the Insurance
sector
85a Capital gains, realized and unrealized
credited to the technical account X
(tife insurance only)
85b Change in life insurance provision, X
net of reinsurance
85¢ Change in other technical provisions X
(net of reinsurance) and in the
equalisalion provision
86a Commissions payable to agents {part of 89d} X
86b Otlher external expenditure on goods X
and services
86¢ Other external current expenditure on
goods and services (part of 89d) X
87a Profits receivable from direct investments
in other countries X
87b Profils receivable from domestic
subsidiaries and trade investments X
Merged variables
88b Net change in fixed capital X
{sum of 16,17 and 1§)
Calculated variables
892 Net written premiums plus pension
coniributions (8 less 13a) X
89b Net written premiums ; exports
{8b lass 13b) X
89¢ Earmed premiums plus pension
contributions {89a less 81¢) X
89d External expenditure on goods and
services, other than services provided by
reinsurers (13 less 13a; = total of 86a to 86c) X

Memo. item;
8% Turnover adjusted to include gross
portfolio investment income on technical
provisions {8 + 82a)
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856, Table2 Yariables and the statistical unit

Type of statistical unit

Type of variable Enterprise | Enterprise| Clusters Composite
level or of companies:
only Institutional enterprises Life
unit with a and non-life;-
level (1) | combined
staff (2) Distin- Nat
guished distin-
guished

Structural variables
Number of enterprises X X E X
Number of institutional units X - X
Characteristics (ownership) X ? X
Division by:

number of persons employed X C X

class of value added X E X
Market share and internationali- X ? X
zation
Accounting data
Production account (¢redits) and
Value of production X }3) X -
Production account {debits) and
other balances X E(3) (4) X
Profit and loss account - income
from direct investments X g 5 (4) X
Capital account - net change
in fixed capital X E 4 X
Employment_ vaniables (5)
All X C X

(1)  When there is a choice, the enterprise level is to be preferred; for instance, credits and

)

&)

)

5)

debits in the production account may be available at enterprise level, even if data on

ownership and on income from direct investments are only available at the level of the
institutional unit.

When certain data can be reported at enterprise level (E), but others only for the whole
cluster {C).

Where a single charge for services rendered is made to an insurance/enterprise by the
service company which employs the combined staff, it should be possible to estimate the

sub-division of that charge between the labour costs and the other services received by
the insurance enterprise.

No sub-division at present, but the eventual sub-division is envisaged in both
NACE/Rev.1 and the 1991 Accounting Directive,

As regards employment data, the reporting unit should be the enterprise, a cluster of
enterprises with a centralized staff or the institutional unit, in that order of preference.
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ECONOMIC YARIABLES SPECIFIC TO OR ADAPTED
TO THE INSITRANCE SECTOR
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]
]

ode: 1

WName: Number of enterprises (or other units)
Definition:

Institutional ynits. In general, a resident unit is said to be institutional if it keeps a complete
set of accounts and enjoys autonomy of decision in respect of its principal function.

- Tn order to be said to keep a complete set of accounts, a unit must keep accounting
records concerning all its economic and financial transactions carried out during the
accounting period, and also a balance sheet of assets and liabilities.

- In order to be said to enjoy autonomy of decisign in respect of its principal function, a
unit must be free to decide, within the institutional framework within which it finds
itself, how to use its own current, capital and financial resources.

[Source: ESA, 212]

See Figure 1, for the relationship between the legaly enterprise and the institutional unit,

Commentis:

When some economic variables relate fo “institutional units”, the number of Lhese units should
also be given - see Table 2 of section 4, When employment variables relate o clusters of
enterprises, the number of these should also be reported.

Note

The institutional unit consists of only resident units, and in this respect differs from the
company group, even when the group has only one principal function.

Cluster of enterprises A group of enterprises, not forming an institutional unit, which shares a
central staff,
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Code: 3

Name: Variables concerning the characteristics and demography of the enterprises.

Comments;

On the assumption that data for individual reporting units will be held on one or more
computerized data base, there will be great value in obtaining a set of 'designators’ for each
reparting unit, more particularly when these are “enterprises”, but also if the institutiomal unit
has to be used as the reporting unit. Cross analyses of activity indicators with the designate
indicators would then be possible.

The designators may be regarded as falling within Code 3.
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Code: 3d

Name: Legal status of the enferprise.

This can be subdivided as follows:

1. Enterprise {owned by shareholders, excluding 2 and 3 below)
Enterprise owned or controlled by the state
Enterprise owned or controlled by a parent enterprise (see (ii) below)

Branch office controlled by a non-resident parent company (see(ii) below)

2
3
4
5. Mon-profit making undertaking (e.g. mutual or provident association)
6 Association of underwriters (viz., Lloyd's of London)

7

A group pension fund

The phrase "owned or controlled” is used to indicate that the 'parent' organizalion can exert

an effective influence on the policy and activity of the ‘subsidiary’ organization; this is a fairly
wide definition of "control”.

Ownership of 50 % or more of the equity capital is usually regarded as conferring control,
When less than S0 % of the equity capital is owned, there may slill be effective control, e.g.
through the power to appoint directors or through the existence of shares with priority voting
rights {OJ L 385 of 30 December 1989). If "golden shares™ are held by a Government in order
to have power to prevent a takeover of a domestic concern by a foreign concern, they should

not be regarded as conferring control on the Government, unless in practice control is
exercised in non-takeover sitvations,

Thus control is the predominant ¢riterion, and ownership is primarily an indicator of whether
or not control exists. As a matter of practice, Member States may well wish to use the same
criteria or guide-lines here as in their balance of payments statistics. The definition of control
as taken here is not quite as wide as the criterion of "effective voice in management” used in
the IMF Balance of Payments Manual to establish the concept of "direct investment” in non-
resident subsidiaries, branches and affiliates.

To take control as the predominant eriterion is consistent with Article 3(b) of the Council
Regulation on Concentration which refers to "rights or contracts which confer a determining
influence on the composition, deliberations or decisions of the organs of an enterprise”.
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Code: 3d (i) & (i1
Further Analysis of legal status for reporting units in categories 3 and 4 of Code 3a.
Code 3d(i)

The parent enterprise is either:

1. Resident

2. Non-resident, located in an EC country

3. Non-resident, located in a non-EC country
Code 3d (i

It can alse be subdivided into:

(a) An insurance undertaking

(b) A "monetary intermediary” (NACE/Rey. 1 6512)

(c) An "Other financial intermediary” (NACE/Rev. 1 652)

{d) Specializes in "Security dealing activities" (NACE/Rev. 1 6712)

(e) A non-financial enterprise

(H Other (specify)

It may be necessary to combine categories (b), {¢) and (d).

When there is a chain of ownership -viz, A owns B, and B owns C - the phrases “parent
enterprise” and “subsidiary” should be regarded as referring 10 the next link in the chain,
provided that it is active in itself (or is the world-wide top holding). Thus, suppose that

insurance enterprise B is the subsidiary of bank A but is the parent enterprise of insurance

enterprise C. Enterprise C would then fall into category (a) - not (b) - of Code 2d (ii) above.
ft i1s B which would fall into category (b).
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Code: 31

Name: Relations with subsidiaries and affiliates in which the reporting unit has a controlling
inferest,

Comments:

The reporting unit is assumed to embrace resident branch offices. (Non-resident branch offices
are included In items 4, 5 & §).

I None
Only resident, all insurance (NACE/Rev. 1 661)

2
3. Only resident, insurance and other (e.g. auxiliaries, NACE/Rev. 1 672)

4. Resident and non resident - only in EC countries

3. Resident and non resident - only in non-EC countries

6. Resident and non resident - in both EC and non-EC countries
Code: 3j

Name: Reinsurance activities of the enterprise

Comments:

The following may not be collected already, but seem highly relevant and useful if data are
collected taking the "enterprise” as the unit.

1. Unit conducts only reinsurance
2. Unit conducts both insurance and reinsurance
3. Unit conducts no reinsurance

1f the unit has to be the institutional unit, the item designated, where there is any reinsurance,
is likely to be N” 2. If, however, reinsurance transactions are generally conducted through
specialist subsidiaries of the reporting parent enterprise, it would be valuable if possible to de-
consolidate also the resident subsidiaries specializing in reinsurance, for comparability with
data obtained at the level of the "enterprise™ as the reporting unit.
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Code: 4a

Name: Division of the enterprises (or other unhits) according to the number of persons
employed or the number of salaried hours worked.

Comments:

For insurance this may relate to enterprises, clusters of énterprises, or to institutional units,

according to the institutional framework and data collection practices in the various member
states. See Table 2 of section 4.
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Code; 4c

Name; Division of the units according to the size of technical provisions (life insurance)

Definition:

For the purpose of the analysis of Code 4¢, technical provisions consist of the lotal of items

below:

Definition

Provision for uneamed premiums

Life insurance provision

Claims outstanding

Provision for bonuses and rebates (unless
shown under 2.}

Other technical provisions (usually including
the provision for unexpired risks*}

Technical provisions for life-insurance
policies where the investment rigk is
borne by the policy holders

* If not, under uneamed premiums

Reference 1o 1991
Accounting Directive

Article 25
Article 27
Article 28
Article 29

Article 26

Article 31

Note: The equalisation provision (Article 30) is apparently not a technical provision proper,
even though in Article 34 it is to be included above the balance on the technical account.

The following size-classes are proposed:

Upto 600.000
600.000 up to  2.000.000
2.000.000 upto  5.000.000
5.000.000 up to  20.000.000
20.000.000 upto  50.000.000
5(.000.000 up to  100.000.000
100.000.000 up to 200,000,000
200.000.000 up to  1.000.000.000

1.000.000.000 Ecus or more

ECU
ECU
ECU
ECU
ECU
ECU
ECU
ECU
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Code: 4d

Name: Division of the units according to the size of gross premiums written (non-life
insurance)

Definitions; For the purpose of the analyses of code 4d, gross written premiums consist of the
total of the items below:

Gross premiums written: direct insurance -  (Code 81a)
Gross premiums written: reinsurances accepted {Codé 81b)

The following size-classes are proposed:

Upto 120.000 ECU
120.000 upto  400.000 ECU
4(0.000 upto  1.000.000 ECU
1.000.000 upto  4.000.000 ECU
4.000.000 upte  10.000.000 ECU
10.000.000 upto  20.000.000 ECU
20.000.000 upto  40.000.000 ECU
40.000.000 upto  200.000.000 ECU

200.000.000 ECU or more
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Code: 6

Name: Variables relating to market share and internationalization.

Definition;

Either "Part of production carried out by units under majority control by residents as a
proportion of the total domestic production of products™

or

'part of the apparent consumption of products which has been produced by units under
majority control by residents’,

The General Framework gives the first definition, but the text also suggests the second. The

text also refers to the importance of production carried out by subsidiaries established in the
rest of the world.

Schematically, if turnaver (or turnover less purchases of goods for resale) is taken as a proxy
for "production" we have:

Sales of domestically Producing units Producing units

produced products: under majorily control under majority conirol
by residents by non-residents

To residents Aj B, Ay By

To non-residents (exports)

Total Al + B 1 A2 + Bz

Imports C

Definition 1 Ay + By/sumof (A} + B) +Ay + Bs}

Definition 2 Ay/sumof (A) + Ay + ©)

All this is difficult to apply to insurance. Firstly, turnover (gross written premiums) is a rather
inadequate proxy for the "Value of production”. Nel written premiums are slightly better as a
proxy, but even so, the ratio of ¢laims to premiums can vary widely according to the class of
business. Secondly, imports and exports of insurance services have usually been confined,
hitherto, to reinsurance and "large” commercial risks. The part of production which is directly
imported or exported is conducted through subsidiares or branches established in other
countries, when the return is in the form of profits.

Annex 5 surveys the way in which international insurance business is conducted, in more
detail. As regards both direct exports or imports and profits there is difficulty in formulating a
criterion for establishing what constitutes international trade in insurance services - see Annex
5. Generally, the criterion in the IMF Balance of Payments Manual, whereby the residence or

non-residence of a economic unit is established by reference to the "Centre of economic
interest”, should be followed.
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The table on the last twe pages of Annex § gives a few clues as to how the ratios indicated
above might be compiled. As regards definition 1, the value of production of tesident insurers
is given by Code 21. The production of those units controlled by residents and non-residents
respectively could be obtained by cross-analysis with codes 3(d) and 3d(i). As regards
definition 2, if turnover is taken as a proxy for *production”, sales of domestically produced
services to residents could be obtained as Code 8 less Code 8b. As things are at present
proposed, there would be no information, except from other countries on direct imports of
insurance services, other than re-insurance (Code 13b)

However, when (within the EC) an insurance enterprise takas advantage of the new freedom,
under the 1992 Directive, to operate in another EC Country (or countries) under the
supervisory rules appropriate to his own country, it will be obliged to provide information to

the supervisory authorities of each importing country, and probably this information could be
used eventually,

As repards profits, a comparison can be made between the total gross operating surplus of
resident units (Code 31), the profits of the non-resident subsidiaries of domestic (institutional)
units (Code §7a), and that part of the gross operating surplus of resident units {Code 31)

which is due to non-resident parent enterprises. The latter could be obtained by cross analysis
{Code 3(i), 2 or 3).

All this can only be regarded as very tentative.
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Code: §

Name: Gross premiums written and pension contributions {turnover)

Definition:
The total of:

Gross premiums written: direct insurance
Gross premiums written: reinsurances accepted
Pension contributions: schemes for individuals
Pension contributions: schemes for groups

Comments:
See Table 1 in Annex 4, on page 34.

Code 81a
Code 81b
Code 8lc
Code 81d
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Code: 8b

Name: Intra-/extra-EC exports

Comments:

These will mostly be direct insurance premiums written on large commercial risks (eg. ships,

aircraft or cargo used by non-residents) or reinsurances accepted from non-resident insurers.
See Annex 3, for a more detailed discussion of international trade in insurance services.
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Code: 9
Name: Prices of products sold
Comments:

The prices of insurance products remains on unsolved issue. A solution for this problem will
be discussed with the representatives of the National Statistical Offices. The current state of
the discussion is reflected in the documents 52/92/07-52/92/08 and $2/92/09 as presented
during the meeting of the task force of the working group “insurance services” of 21722
January 1992,
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Code: 11

Name: Gross Wages and Salaries (part of 10)
Comment:

In the profit and loss account indicated in the 1991 Accounting Directive, labour costs
generally are not distinguished, being part of "operating expenses” (Article 34, T 7 and II 8).
Another source would have to be used. Plainly it is preferable that this source should obtain
data at the individual reporting unit level (enterprise or institutional unit) rather than for the
aggregate of the appropriate NACE/Rev. 1 classes 66.01, 66.02, 66.03 and 47.20).

Where a single charge for services rendered is made to the insurance enterprise by the service
company which employs the combined staff of a group of insurance enterprises, it should be
possible to estimate the sub-division of that charge between the labour costs and the other
services received by the insurance enterprise. The aggregate of labour costs for the whole
enterprise group will be unaffected by atiribution of the costs to the component enterprises.
When a service company is employed by the insurance enterprise which lies outside the some
enterprise group, the labour costs will remain with that service company, and the costs paid by
the insurance enterprise will be allocated, in total, to Code 86b.
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Code: 12a

Name: Employers' compulsory social security contributions (part of 12)
Definition;

“Compulsory social costs for the employer include the employer's payments to social security
schemes covering statutory, conventional or contractual contributions in respect of insurance
against the risks of sickness, maternity, disablement, old age and widowhood, unemployment,
industrial accidents and occupational diseases, and in respect of family allowances. The
employer's contribution to employees‘life insurance is also included in the total to be declared
under this heading.* [Industry Handbook, VI,11}

0 ts:

Like gross wages and salaries, employer's compulsory social security contributions Tepresent
for the production unit the labour cost for the reference period.

The obligatory social security contributions included in this code should include employers'
contributions o their own (group) pension schemes, cven when these are self-administered,
that is, if the assets are not held by insurers, but either as book reserves of the employer, or

are held by trustees appointed 10 represent the interests of both the employer and the
employees,

See also comments on Code 11
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Code: 13
Name: Purchases of Goods and Services

Definition:

[Work sub-contracted to third parties] (outward reinsurance premiums, otherwise known as
premiums ceded to reinsurers) (see code 13a) plus external expenditure on goods and services,
other than services provided by reinsurers -see code 89d (page 67).

Although sub-contracting is included in general framework code 13, it is doubtful whether in
the case of insurance the terminology “purchase of services” would be generally understood.
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Code: 13a

Name: [Work sub-contracied to third parties] outward reinsurance premiums, olherwise
known as premiums ceded to reinsurers (part of 13)

Definition;

Outward reinsurance premiums shall comprise all amounts paid and payable in respect of
outgoing reinsurance contracts entered info by the insurance undertaking. Portfolio entries
payable on the conclusion or amendment of outward reinsurance contracts shall be added,

portfolio withdrawals receivable must be deducted. [Source Article 36 of 1991 Accounting
Directive].
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Code: 13b

Name: Imports: premiums ceded to non-resident insurers
Definition:

Outgoing reinsurance premiums ceded to non-resident insurers

See Anncx 3, for a more detailed discussion of international trade in insurance serviges.
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Codes: 20 and 20a

Name: Gross value added at market prices and at factor cost.

Definition:

The value of production (margin), as adapted for insurance -(code 21) less commissions
payable to agents (code 86a) less other external expenditure on goods and services other than
from reinsurers (code 86b), less (in the case of gross value added at factor cost) duties and
taxes other then VAT (less subsidiary),

Comments:

See Table ! in Annex 4, on pages 83 and 34.
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Code: 21

Name: Value of production (or margin)
Definition:

Code

Earned premiums plus pension contributions &%¢
plus Gross portfolio investment income (on technical

provisions: including investment income of

pension funds) 82a
plus Commissions received 83
less Net claims incurred 84
plus (life insurance only) capital gains, 85a

realized and unrealized, credited to the technical account
less Change in Iife insurance provision and other

technical provisions 85b,¢

Comments:

See Annex 4, Table 1 and 2.

This is a derived variable. The definition is consistent with that in the "General Framework" -
reinsurance premiums ceded are analogous to purchase of a sub-contractor's service. Insurance
has a special feature however: it consists of two elements - the spreading, or transfer of risks,
and the incurrence of the costs (including profit) of providing the service. The first element -
that of transferring risks - is of course permane to the service, but the value of the service is
generally regarded as what it costs {including profit) to provide. The claims incurred - ie. the
value of the risks transferred - are therefore deducted from premiums in valuing the generalion
of the service in the national accounts and - for further consistency with the recent change in
the national accounts definition - the value of the service also includes gross portfolio
investment income on technical provisions. These are in effect regarded as an amount made
available by the policy holders collectively, in lieu of a supplement to premiums.

As regards the deduction of claims incurred, the definition is quite consistent with the practice
of the insurance industry in statistics which they publish. Note, however, that the terms
"underwriting resull” or "profit/loss on underwriting", as used by the insurance industry in
statistics for non-lile insurance, may differ in two respects from the "Margin”: firstly, the
term "underwriting result" does not include the investment income on technical provisions
which is, however, usually shown separately and alongside it, and secondly - in some
countries at least - not only claims incurred but also operating costs are set against premium
income in arriving at the "underwriting result”. When this is so, the term “underwriting
result” is close to, if not the same as, *Gross trading surplus” (Code 31).

For preference, claims incurred should exclude an estimate of claims management costs,
which would be transferred to code 86b. See comments on Code 84,
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Code: 31
Name; Gross operating surplus
Definition:
The gross operating surplus thus measures:
Gross value added at factor cost (see comments on Code 20)
Less Labour costs (Code 10)
= Gross operating surplus (Code 31)

The gross operating surplus is said to be "gross" because it includes the cost of capital usage
(depreciation costs).

[Source: based on ESA, p.200]

Comments:

The gross operating surplus measures the result of production (loss or gain) during the
reference period.

Further analysis which is possible (life and non-life insurance)

Code initign mposition
{(Annex 4}
3la Gross operating surplus: Contribution See Tables (2a) + 2(b),
of transactions with policy holders including the "balance"
31b Gross operating surplus: Contribution See Tables 2(a) + (b)
of transactions with reinsurers including the "balance”
3lc (ross operating surplus: Contribution See Tables 2(a) + (b)

of transactions with other insurers
(including affiliates) and selling agents

31d Gross operating surplus: Contribution See Tables 2(a) + (b)
of {ransactions with others

lle Reinsurance Balance, Life + Non-life Life: Art. 6311, 2
Non-life: Art. 1, 5

The "balance” shown in Tables 2(a) and (b), Annex 4 is the difference, in the column headed
“reinsurers”, between the net total of the items shown higher up in the column and the
"reinsurance balance". Tt has a different make up in the two insurance classes, life and non-
life. In the column headed "policy holders”, it is the same figure, with its sign reversed.
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Code: 81a

Name: Gross premiums written: direct insurance (part of 8)

Definition:

Gross premiums are total premiums, excluding any premium taxes or other charges, but

before deduction of commission or reinsurance outwards. [Source: Note 3 to OECD,
Insurance committee questionnaire, AS(89) 4, 17th January 1990]

Gross premiems written shall comprise all amounts due during the financial year in respect of
insurance contracts regardless of the fact that such amounts may relate in whole or in part to a
later financial year, and shall include inter alia;

{1) premiums yet to be written, where the premium calculation can be dene only at the end
of the year:
(i)  -single premiums, including annuity premiums,

-in life assurance, single premiums resulting from bonus and rebate provisions in so far
as they must be considered as premiums on the basis of contracts and where national
legislation requires or permits their being shown under premiums;

(i)  additional premiums in the case of half-yearly, quarterly or monthly payments and

additional payments from policy holders for expenses borne by the insurance
undertaking;

(v}  1n the case of co-insurance, the underiaking's portion of total premiums;

() reinsurance premiums duc from ceding and retroceding insurance undertakings,
including portfolio entries,

after deduction ol

portfolio withdrawals eredited to ceding and retroceding insurance undertakings, and

- cancellations.

The above amounts shall not include the amounts of taxes or charges levied with premiums.
[Source: Article 35 of the 1991 Accounting Directive]

Gross premisms written: direct insurance, include all gross premiums written other than
reinsurances accepted (See Code 81b).

g:ummg!!;s:

The deduction of premium taxes, charges, levies elc (see definitions above) is consistent with
the Council Regulation of Concentration (O L 385 on 30 December 1989).

In the casc of non-life insurance, rebates (part of item I(6) of article 34 of the 1991
Accounting Directive) should be deducted and if rebates cannot be distinguished from bonuses
{the other part of the same ilem). the total should de deducted.
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Code: 81b
Name: Gross premiums written: reinsurances accepted (part of §)

Definition:

Reinsurances accepted are reinsurance premiums written in respect of business acquired from
ceding insurance companies.

Comments:

Facultative reinsurance may be included under "direct insurance” or “reinsurances accepted”
according to procedure in the reporting country.

Code: 8l¢
Name: Pension contributions: schemes for individuals (part of 8)

Definition:

Single or regular contributions received by pension schemes classified to NACE/Rev.1 66.02
(Pension Funding) or by life insurance enterprises (66.01) in respect of their secondary
activity, pension funding, whenever the assets of the fund are held in the names of individuals
in their capacity as beneficiaries of the fund.

Comupents:

Funded pension schemes with assets held in the names of individuals exist for the self-
employed and for employees. Pension schemes for individuals may be supplementary to group
schemes or may replace group schemes, in which case the employer may contribute as well,
The contributions received should include any employer contributions.

Since most such schemes bold their assets with a financial intermediary in the form of claims
on 2 unitized fund, care should be taken to avoid double counting with direct insurance
premiums (Code 81a), when the intermediary is an insurance company. The intermediary may
however be an insurance type subsidiary set up by a unit trust (SICAV): or even a fund fun by
a bank or a stockbroker, with separate reinsurance of ¢arly death risks.

For enterprises classified to Nace/Rev.1 66.01, the distinction between direct life insurance
premiums and pension contributions should be based on the nature of the contracts with the
assured/beneficiaries (see paragraphs 837 and 845).



Code: 81d
Name: Pension contributions: schemes for groups (part of 8)
Definition:

Single or regular contributions received by pension schemes classified to NACE/Rev, 1 66.02
(Pension Funding) or by life insurance enterprises (66.01) in respect of their secondary
activity, pension funding, whenever the assets of the funds are not held in the names of

individuals, in their capacity as beneficiaries of the fund, but are held for the benefit of a
group of employees.

Qommgnm:

The contributions received should be the total of employer and employee contributions,
Funded pension schemes for groups of employees may be "money purchase” (where pension
benefits are related to the assets in the fund) or "final salary" (where pension benefits are
related to the period of contribution and near-final or revalued average salary), Contributions

1o both types of fund should be included in this code and the two types need not be
distinguished.

Funded pension schemes for groups may invest their assets in the form of:

{a) insurance policies

o) claims on a unitized fund managed by a financial intermediary

{€)  assets held in the name of employer or of "Trustees”, appointed to lock after the

investment of employees, and administered by the employers or "Trustess" (Self-
administered funds).

(d)  the general assets of the employers business, with matching liabilities to the pension
fund ("book reserves").

Types (b) to {d) may reinsure separately risks such as that of early death.

Since insurance companies are active in pension business (types (a) and (b)), it is important to
avoid double counting between this code and code 81a.

For enterprises classified to Nace/Rev. ! (66.01) the distinction between direct life insurance
premiums and pension contributions should be based on the nature of the contracts with the
assured/beneficiaries - see paragraphs 837 and 845.
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Code: Ble

Name: Gross life-insurance premiums written, periodic premiums; (life insurance and pension
funding only) (part of 8)

Definition:

The difference between policies involving periodic premiums and these involving single
premiums is generally understood in the insurance industry. With periodic premium policies,

the benefit obtained or the risk underwritien requires the payment of more than one premium,
usually annually.

mments:

Periodic premiums may vary from year to year and some pension contracts for the self
employed allow the premium amount to be varied at the choice of the policy holder. The
digtinction is provided for in Article 63 II, b of the 1991 Accounting Directive.

Code: 81f
Name: Gross life-insurance premiums written, single premiums
Definition:

The difference between policies involving regular premiums and these involving single
premiums is generally understood in the insurance industry. With single premium policies, a

benefit at a future date is secured by payment of one premium paid at the time the contract is
entered into.

U] nts:

Single premium policies are usually life policies, the benefit being secured on or during
survival for a defined period; on survival or on carlier death: or on death only. Annuities - the
receipt of an income during survival in exchange for 4 single premium - are a main example,
Various "bonds" - where a capital sum is invested on which interest is paid, the capital sum
being repayable on survivat for a fixed period or on earlier death - are also coramon, The
distinction is provided for in Article 63 II, b of the 1991 Accounting Directive,
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Code: 81g
Name: Change in provision for unearned premiums (net of reinsurance)

Definition:

Change in the amounts of premiums pre-paid between the bepinning and the end of the
insurance undertaking's accounting year.

Comments:

Pre-payments of premiums arisc because most insurance contracts are annual contracts on
which the annual premium is payable in advance. Individual contracts are for a whole
spectrum of 12-month periods, so that at the insurance undertakings account date, part of the
annual premium pre-paid in respect of each individual contract will relate to risks which may

ocenr after the insu{gﬂlce undertakings accounting date but before the next renewal date of the
individual contract.

Unearned premiums are part of technical provisions - see definition of Code 4c.

The change in provision for unearned premiums is also required for consistency with the ESA
(315 K, note 2, and 578).

Further analysis which is possible:

Non-life insurance only

Code Definition Reference to art.34 of 1991
Accounting Directive
81g () Change in the provision I, (¢}

for unearned premiums (gross
amounts) {(+/-)

8lg (it) Change in the provision for I, (&)

unearned premiums, reinsurers’
share (+/-)

See Table 2(b) in Annex 4

() See the nates to Articles 21, 22 and 23 in the explanatory memorandum to the proposed 1991 Accounting
Drrective consolidated snnual accounts of insurance undertakings,
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Code: 82a

Name: Gross portfolio investment income on technical provisions (including all portfolio
investment income of pension funds)

Definition:
Portfolio investment income - see Code 82b.
Units appropriate to Nace/Rev.1 66.01 - technical provisions: see Code 4c.

Pension funds are all the units appropriate to NACE/Rev. 1 66.02, whose main aclivity is
pension funding.-In the case of pension funds, all income arising from the investment should
be regarded as portfolio investment income.
"Gross” means before deducting investment management charges.

ts:

See Annex 4, pages 90 to 93, for a description of the methodology for separating portfolio
investment income on technical provisions from other portfolio investment income.

Code: 82b
Name: Other gross portfolio investment income
Definition:

Portfolio investment income is income on all assets other than:

L. direct investment assets - see Codes 87a and 87b
2, fixed assets used for administration or underwriting (eg. offices, plant and office
machinery)

after deducting interest paid on deposits received from reinsurers.

ents:

Portfolio investment income is not confined to income on financial assets (bonds, shares etc.).
It includes income on land and buildings (real property) helfi? as a portfolio investment, ie.
other than for the purposes of administration or underwriting. 1t excludes profits receivable
from direct investment assets (Subsidiaries, branch offices etc.) even through these appear in
the balance sheet as financial assets (shares held in subsidiaries ete.).

"Gross® means before deducting investment management charges .

For the (reatment of interest paid on deposits received from reinsurers - see (&) on page 91.

™ 1 this respect the definition of the corresponding capital is wider than that of “portfolio investment” in the
IMF Balance of Payments Manual (194), and includes what there is defined as "other capital” (195).
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MName: Commissions received and other technical income

Definition:
Commissions received: "Reinsurance commissions and profit participations”.
Comrments:

Commissions are often received by insurers from reinsurers. In the 1991 Accounting Directive,

they are treated as a deduction from net operating expenses (I 7(d) and 1T &{d)), “Other technical
tneume, net of reinsurance” is also included (I3 and 11 4).

Further analysis which might be possible (life and non-life insurance)

Code Definition Reference Article 34

of 1991 Accounting Directive
REE)] Reinsurance Commissions received |

] Not distinguished
®3 (i) Profit participations received 1

See Tables 2(a) and (b) in Annex 4.

If the distinction can be made, the reconciliation with the "reinsurance balance” (Code 3le) s
more precise. The distinction was asked for by the Task Force.



51

Code: 84

Name: Claims incurred, net of reinsurance
Deflinition:

Claims incurred shall comprise all payments made in respect of the financial year plus the
provision for claims but minus the provision for claims for the preceding financial year,

These amounts shall include annuities, surrenders, entries and withdrawals of loss provisions
to and from ceding insurance undertakings and reinsurers, external and intemnal claims
management costs and charges for claims incurred but not reported such as referred to in
Article 60 (1} (b) and (2) (a).

Sums recoverable on the basis of subrogation and salvage within the meaning of Article 60 (1)
(b) and (2} (a). [Source: art.38 para.l of the 1981 Accounting Directive]

CQ[I‘I!]!QIII&:

Article 38 makes it clear that claims management costs - both direct and indirect - are included
in "claims incurred". They are alse included in claims paid (Code 84a) as and when the
settlement expenses are paid. In principle, these should not be deducted from the value of
production of the insurance sector, but should be treated as a cost of production, Claims
received by insured persons are transfers but settlement expenses received by loss adjusters,
¢tc, are part of their output and should be treated as the intermediate costs of insurers, 1f is
recommended that, if possible, an estimated deduction should be made, based on enquiries of
insurance enterprises as the proportion of claims management cosls, on average, to net claims
incurred. Generally speaking, claims management costs are significant for most classes of
non-life insurance, but not for life insurance, The deduction should relaie only to claims
management costs in so far as not regoverable from reinsurers.



52

Code: 84a
Name: Claims paid, gross amount
Definition:

See Article 34 of the 1991 Accounting Directive, items I 4 (a) (aa) and 11 5 (a) {aa).
Comments:

Seg comment on Code 84 regarding the puyment of claims settlement expenscs to loss
adjusters ete, which appear to be included in this item. If any adjustment ts made on an
estimated basis which is net of reinsurance, it will probably suffice to make the same
adjustment here, despite the possibility that some part may be recoverable from reinsurers.

Code: 84h

Name: Claims paid as pensions and annuities (part of 84a)

Definition:

Amounts paid by life companies and from pension schemes as annual sums, rather than as
capital sums.

Coinments:

Capital sums ("Lump sums"} paid by pension schemes when a person rctires are included in
Code 84c.

Code: 84c
Name: Other claims paid (part of 84a)

Definition:

Claims paid, other than those included in Code 84b.
Comments:

All claims paid on non-lile insurance policies are included here. Part of item 1 6 (Article 34 of
the 1991 Accounting Directive) is appropriate to this code -where claims paid are increased by

bonuses; if this part cannot be identified, the total of 1 6 should be allocated to Code §1
(rebates ta premiums).,
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Code: 84d
Name: Claims: amounts recoverable from reinsurers {part of 84a)
Definition:

See Article 34 of the 1991 Accounting Directive, items I 4 (2) (bb) and 11 5 (a) (bb), where
the item is called the "reinsurers share”.

Code: 84e

Name: Change in provision for claims (net of reinsurance}

Definition:

See Article 34, items 1 4 (b) and II 5 (b). Article 28 defines the provision for claims
outstanding as “the total estimated ultimate cost to an insurance undertaking of settling all
claims arising from events which have occurred up to the end of the financial year, whether
reported or not, less the amounts already paid in respect of such claims®.

Comments:

These are technical provisions - see Code 4c.

Further analysis which is possible (life and non-life insurance)

Code Definition Reference to Article 34 of

the 1991 Accounting Directive
Bde (i) Gross amounts I 4b (aa) + II 5b (aa)
84e (it) Reinsurers'share I 4b {bb) + II 5b (bb}

See Tables 2{a) and 2(b) in Annex 4,
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Code: 85a

Name: Capital gains, realized and unrealized, credited to the technical account (life insurance
only)

Definition:

The total of the following items in the life insurance business technical account of the 1991
Accounting Dircctive

Description 1991 Accounting Directiv

Article 34

1, Investment income, value re-adjustments on investments 11 2{c)

2. Tnvestment income, gains on the realization of investments 11 2{d)

3. Unrealized gains on investments m3

4. Investment charges, valuc adjustmenls on investments 11 9(b)

5. Invesiment charges, losses on the realization of invesiments IT 9(c)

6. Unrealized losses on investments II' 10

Commen(:

There is a detailed discussion in Annex 4, The implication of Articles 42 and 44 of the 1991
Accounting Directive is that items LI 2(c) and (d) and IT 9(b) and (¢) will comprise all changes
in balance sheet values, whereas items II 3 and 10 will, depending on the rules adopted by
Member Slates, include either all, or part, or none of the balance sheet changes. Whilst there
can be no precision, the implication is that the changes carried into the profit and loss account
are mostly offset in the charge in the life insurance provision (Code 85b), or in claims on life
insurance policies (Code 84); however it is always possible that some changes, albeit carried
into the technical account, are offset in the allocated investment return transferred to the non-
technical account (item IT 12), or are allowed to carry through to the technical result ("balance
on the technical account life insurance business™), which feeds through to the prohit or loss for
the financial year, and hence to changes in "capital and reserves” in the balance sheet.

These problems are not avoided by starting with a figure of profits (gross operating surplus)

and working upwards, unless it is evident that the starting figure of profits excludes all capital
pains.
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Code ; 85b

Name; Change in life insurance provision, net of reinsurance

Definition: The total of the changes in the following elements of the technical provisions:

1991 Accounting Directive

Article §
1. Life insurance provision, net of reinsurance C2
2. Provision for bonuses and rebates net of C4
reinsurance, life insurance only;
3. Variation in the fund for future appropriations,
life insurance onty (see Article 22); Ba
Article 34
4. Bonuses and rebates paid, life insurance only 7

Comment;

Changes in the fund for future appropriations (life insurance) may eventually finish up as part
of capital and reserves, rather than as part of the technical provisions, but most are likely 1o be
appropriated to the life insurance provision{*), Bonuses appearing as debits in the life
insurance technical account (item II 7) are likely 1o be more important than the rebates
(deductions of premiums) included in the same heading; some bonuses may be paid directly to
insured persons, when Code 84 would be appropriate, bul possibly the majority are reflected
in techmcal provisions. The description in Article 39 of the 1991 Accounting Directive
suggests that this is a (ransitional heading, showing the route by which amounts are allocated
to individual palicy holders rather than to the reserves held for policy holders directly.

) To take a simple example:
Allocations into fund for future appropriations

Allocations out of fund lor future appropriations
from provious years - to policy holders {life)
- ta sharchnlders
Total

Net change in fupd

The allocation of the net change in the fund Lo policy helders anticipates,
lifc insurance.

Year! Yeur2 Yeur3
+90) +100 +110
[+ -81 -4
¢ -9 -10
¢ -90 -100
+99 + 10 110

Il

for the most part, the future allovation in the tise of
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Further analysis which is possible (life insurance only).

Code Delinition Article 34, 1991
Accounting Directive

85b (1) Gross amounls b (a) {aa), 17

BSb (ii) Reinsurers share I bza) {bb)

See Table 2 (b) in Anncx 4

Any variation in the fund for future appropriations, allocated to this code, can be treated as
part of the gross amounts.
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Code; 85¢

Name; Change in other technical provisions (net of reinsurance) and in the equalisation
provision

Definition:

The total of the changes in the following elements of technical and other provisions:

1991 A ing Directive, Articl
Non-life insurance Life insgrance

—
.

Equalisation provision 1 -

2. Other provisions (including C6 C6
provision for unexpired risks)

3. Fund for future appropriations

(See Art.22) Ba* -

* Note: It may be that this item occurs only in life insurance (see Article 22 of the
1991 Accounting Directive}
Comment;

In Article 34 of the 1991 Accounting Directive, the items appearas 1 9, I 5 or Il 6 {b), and 1I
12a,
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i

‘ode: ¥Ha

Name: Commissions payable to agents (part of 89d}

Definition:
Coommissions shall comprise all amounts paid or payable for the conclusion of insurance
contracts which cunstitute o fee paid, otherwise than by virtue of a contract of employment, for
services rendered in respect of business introduced to the insurance undertaking, They include
amounts paid to agents and brokers but exclude amounts paid to cmplayees (such as members of
the direct sales foree} acting in the ordinary course of their service to the undertaking. Definition
vontatned in the proposals stuge of the 1991 Accounting Directive.

Comments:

[n the 1991 Accounting Directive, Commissions on new business are part of "acquisition costs™;
rencwal commmissions are part of "admimstrative expenses”.

See also article 64 of this Directive, which requires that the notes to the Accounts should specity
the total of acquisitions, renewal. collection and portfolio munagment commissions, (For
composite insurance enterprises, NACE/70 %21, the split of this figure between hile and business
and non-life business would have to be estimated).
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Code: 86b

Name: Other external expenditure on goods and services
Definition:
Current operating costs other than commissions payable to agents and labour costs.

Comment:

In terms of the 1991 Accounting Directive, the amount is equivalent to the net totul of the
following items:

199 vunting Directive
Article 34
Non-life Life
. Acquisition costs and change in deferred 17(a)+(b) I 3{a) +(b)
acquisition costs
2. Administrative expenses 17{c) T 8(c)
3. Investment management charges,
not including interest 111 5(a) adj 1 9(a) adj
4. Plus, for preference, un estimate of separate sepiarate
tlaims management costs (see comments an estimate estimate
Code 84)
5. Other charges, not including valuation 111 8 adj
adjustments in so far as these relate to
investiments but including other valuation
adjustments
Gross total of above items -- -
6. Less Labour costs Codes 11+12  Codes 11412
7. Less commissions payable to agents Code 86 {a) Code 86 (1)

The adjustments to be made for interest paid, in arriving at sub-item 3 above, should be hased on

the value of the liabilities, as shown in the balance sheet (see note on investment income in
Annex 4),

Any adjusiments to sub-item 5, to exclude valuation adjustments on investrments (which are
included in 111 8), could only be based on independent information.

There are two situations 1o be considered when payments are made to service companies. If the
service company is part of the same enterprise group the payments made to it should be
allocated to both labour costs (codes 11 and 12) and to other external expenditure on goods and

services -this code). If the services company is not part of the same enterprise group, the toal
payment made to it should be allocated to this code.

Payments made to affiliates for services provided by them should be included in this item.



60

Code: 87a
Name: Profits receivable from direct investments in other countries
Definition:

As in the IMF Balance of Payments Manual; paragraphs 295, 408-418. The underlying
concept is that the purpose of the investment is "to obtain an effective voice in the
management of the enterprise” in which the direct investment takes place {408). The
operational criteria that can be used relate to ownership and control; majority ownership can
be said to afford control but, depending on the circumstances, control can be exercised with

less than majority ownership. The term “direct investment" rtefers to both branches and
subsidiaries located in other couniries.

Commenis:

This item lies outside the production account and hence outside a strict definition of the
"production” of insurance services. However international business is important and at present
most of it is conducted through subsidiaries set up in other countries whose profits do not
count as part of "production” in the "home” couniry. The effect of the common market may
well be to enable more of it 10 be conducted either through branch offices in other EC
countries - these would still count as part of “direct” investment in other countries - or by the
Head office in the "home" country itself taking premiums directly from customers resident in
other EC countries - a route now opened up by the third Directive. It is suggested therefore
that the profits of business conducted through non-resident subsidiaries and branch offices are
needed, as a special variable. It is also suggested that this variable should be split between EC
and non-EC countries, as with direct exports (code 8b). A further variable, which might be

considered, is the profits receivable by a parent enterprise from domestic subsidiaries and
trade investments.

The item is defined as in the balance of payments, that is it relates to the profits of both

subsidiaries and branch offices in other countries, and includes the unremitted portion of the
profits as well as the remitted one.

See Annex 3, for a more detailed discussion of international trade in insurance services.

In Article 34 of the 1991 Accounting Directive, the corresponding item - in so far as the
figures relate to non-resident affiliates - is *income from affiliated undertakings®, which is to
be indicated separately within the two items "income from participating interests* and
"income from other investments". There are two points at which these accounting [igures may
not accord exactly with those in the balance of payments:

1. Branch offices in other countries: In the balance of payments and also in the national
accounts, the turnover and costs of a branch office set up in an another country are
excluded from the figures of production in the "home" country, and the profit of the
non-resident branch office is shown instead, in the figures of income transferred to the
"home" country. But the annual commercial accounts for an enterprise located in the

"home" country may include also the turnover and costs of branch offices located in
other countries.

2. If the term “affiliated undertaking" in Article 29 refers to undertakings in which the
parent undertaking has a controlling interest, or sufficient interest to exert effective
control, the definition is parallel 1o that in the balance of payments. Income received
from undertakings in which the parent undertaking has an investment, but nol one

affording it effective cootrol, should be treated like other income from portfolio
imvestments,

It seems unlikely that these two elements of possible difference will have a major impact on
the variable, if the source used for it are the figures in the annual accounts of insuranee
undertakings. But evidently consistency should be sought with the balance of payments figures
if any different source, such as special enquiries, are used for these.
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A further difficulty could arise if the only source used is the published accounts of a group of
enterprises and these are consolidated to cover the world-wide activities of the group,
including therefore - as part of world-wide turnover and costs - those of both subsidiaries and
branch offices located in other countries. There would then be a difference arising from the
use of a different unit; the group, rather than the enterprise. It is important thal the 1991
Accounting Directive is for the "annual accounts and consolidated accounts" of insurance
undertakings. Before it is possible to prepare consalidated accounts for a group of enterprises,
full accounts have to prepared for all the constituent enterprises forming the group. Thus it

should be possible to obtain the data, even if not published, relating to the constituent
enterprises,

When the enterprise is taken as the unit of observation, only dividends paid by subsidiaries are
likely to be shown in the accounts of the parent enterprise, which is likely to be one
designated as a holding company. In this particular case, "profits” would have o be replaced
by "dividends". If anév analysis of internationalization is desired, this would not be very
informative (see code 6).

When the institutional unit (including only resident components) is taken as the unit of
observation, the figures for non-resident subsidiaries will be their profits, both remitted and
unremitted. This is a much more informative variable.
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Code: 87b
Name: Profits reccivable from dbmcstic subsidiaries and trade investments.
Definition: See comments below.

Comments:

This item would emerge as the balance, if the source of figures is in line with the 1991
Accounting Directive, when the enterprise rather than the group of enterprises is taken as the
reporting unit (i.e. taking figures before consolidation). But it is unlikely to be as simple as
this in practice, and the case for including this as a variable is not strong. It might provide a
better basis for a study of concentration in the industry, by identifying those enterprises which
are not singletons and are not themselves subsidiarics of a domestic parent company (see
Codes 3d, 1 and j) and aggregating the reporting unit's pross trading surplus and that of its
domestic and (possibly) non-resident subsidiaries. Such an analysis could equally well be done
1n terms of premiums.

Code: §7¢

Name: Total profits available for distribution (before taxes on incomce),

Definition: The total of Codes 874 and 87h.
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Code: 88b
Name: Net change in fixed capital (sum of 16, 17 and 18)

Delinition:

Tangible investments
Less

Disposals of fixed assets
plus
Leasing used by the units
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Code: 89a

Name: Net wrillen premiums plus pension contributions (8 less 13a)

Definition:

Turnover (Gross premiums written and pension contributions)

Less

Subcontracting work from third parties {outgoing reinsurance premiums, otherwise
known as premiums ceded Lo reinsurers),
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Code: 8%b
Name: Net written premiums : exports (8b less 13b)
Definition:

intra-extra-EC exports
Less

Imports : premiums ceded to non-resident insurers

Qom!!!gnls;

The intra-extra - EC exports (Code 8b) are of gross written premiums and pension
contributions in respect of contracts with non-residents. The premiums ceded to non-resident
insurers (Code 13b) will be in respect of insurance contracts with both residents and non-
tesidents, but the balance between these two elements does show how turnover, after allowing
for sub-contracting, affects the foreign exchange position.



Code: 89¢

Name: Earned premiums plus pension contributions (89a plus or minus 8lg)
Definition:

Net written premiums plus pension contributions.
Plus

a reduction in the provision for unearned premiums (net of reinsurance)
or Minus

an incregge in the provision for unearned premiums (net of reinsurance)
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Code: 89d

Name: External expenditure on goods and services, other than services provided by reinsurers
Definition:

Purchases of goods and services, less subcontracting work from third parties or:

The total of commissions payable to agents, plus rent chargeable and other administrative

expenses, other than labour costs, plus other external current expenditure on goods and
services.
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ANNEX2

COMPARISON OF THE CLASSIFICATIONS NACE/70, NACE/REV.1,
ISt Y.,3 AND CPC/COM FOR THE S R




5821

azz2

az23

WAaCE/TD

I MSURANCE, EXCEPT FOR
COMPULSDRY SQCIAL
INSURANCE

Units engaged in several
types of insurance,
except for compulsory
social insurance

unite engaged in Life
assurance, sxcept for
compulsary social

i nsurance

Units engaged in heaith,
casualty, njury,

and accident insurance,
except for compulsary
social Tnsurance

6601
6602
46503

&601
&602

&o03

HALCE/ Rev.,

EXCEPT COMPULSCORY SOGIAL
SECURITY

Life Tmsurance
Pensfon funding
Non-life insurance

Life insurance
Pensicn funding

Non-life insurance

INSURANCE AND PENSICN FUNDIMG

Biv.Grp Class Description

INSURANCE AND PENSION FUNDTING
EXCEPT COMPULSORY SOC1AL
SECURLITY

£601 Life insurance

602 pansion funding

6403 Mon- 11 fe insurance

1] n

6403 Non-1ifa insurance

6401 Life ipsurance

6602 Pension funding

5603 Mori- L1 fe Tnsurance

151C / Rev. 5

a121

B1212
8129

81291

81252
51293

21294
81295

81295
81297

LAy

8129
a12¢1

81292
81293

81294
81295

81294
31297

a12%%

Insurance ingluding reinsurance
angd pension funding, except com-
pulsory sociel security services
Life insurance and pension
funding 1nsurance services

Life insurance services

Pension and annuity services
Non-1ife imswrance services
Accigent and health insurance
services

Motor wvehicle insurance services
Marine, aviation and other
transport insurance services
Freight insurance services

Fire and other property damage
insurance services

pPecuniary Los& insurance services
General {iability insurance
services

Other inaurance services n.e.c.

Non-life insurance services
saccident and health insurance
services

Motor vehicle insurance services
Marine, aviation and other
transport insurance services
Freight insu-ance services

Fire and ather property damage
insurance services

Pecuniary loss insurance services
General liability insurance
services

Other insurance Services n.e.c.




Activities auxiliary to
insurance

HNACE / Fev. 1

Activities auailiary to
insurance and pension funding

1§81 C 7 Rev., 3

Activities auxiliary to
jnsurarce and pension funding

816
81402
B1403
81404

81405
81409

services auxiliary to insurance
ard pension funding

Insurance broking and agency
services

Insurance and pension consultancy
services

Averpge and 1oss adjustment
seryices

Actuarial services

Salvage administretion services
Other services auriliary To
insurance and pension funding

ok
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THER

ANNEX 3

MPARISON OF, AND §

GESTIONS FOR.A

PRODUCT CLASSTFICATION FOR INSURANCE




T2

In this Annex suggestions are given for the classification of insurance and pension products.
For life insurance and pensign funding the identified products relate to the First Council
Directive for life insurance (8}, The non-life insurance products relate to the First Council
Directive for non-life insurance ‘*7; also if appropriate, it takes into accou(tlbmc categories as
distinguished in the Second Council Directive for non-life insurance (!©) and the 1991
Accounting Directive.

For non-life insurance reference has also been made to the already existing CPC classification,

If appropriate the existing definitions of the CPC headings have been adapted as indicated by
italics in the text,

8 72912671EEC Official Journal N° L83, 13.03.1973 p.1
) 73/230/EEC Official Journal N°® 1.228, 16.08.1973 p.3
{19) 88/357/EEC Official Journal N° L172, 04.07.15988 p.1



C.P.A.

66.01.

66.01.1

66.01.11

66.01.12

66.01.13

66.01.2

66.01.21

66.01,22

66.01,23

13

Life insurance services

Underwriting and investment services where the policies mature

only en death of the policy holder or of a numed person or persons.

“Life insurance on death only". Includes 'whole of life' policies
which mature whenever death occurs and ‘term’ policies which
mature only if death occurs within a stated term, Includes policies
involving hoth single premiums znd periodic premiums, and
policies involving groups as well as individuals.

Contracts where the maturity value is specified ut the outset
("non-bonus contracts®).

Contracts where the maturity value is affected by bonuses, not
specified at the outset ("bonus contracts”).

Contracts where the muturity value depends entirely on the
performance of u segregaied fund, in which premiums are
invested ("contracts where the investment risk is borne by the
palicy holder™),

Note : The words in double quotation marks alone appear in
Article 1.1(a) of the Dircctive of 5 March 1979, Those
in both double quotation marks and parentheses are in
Article 63 IT of the December 1991 Accounting
Directive.

Underwriting and investment services where the policies mature
on survival of the policy hulder, or of a named person or persons,
to o specified age (or on curlier death),

“Life insurance on survival o a stipulated age or earlier death”, "an
survival to a stipulated age only” and "life insurance with return of
premiums”. The policies are also known as 'endowment’ policies,
which are often linked to a loan secured both on the policy and on a
asset such as a dwelling. The policies can also be used primarily as
a means of long-term saving with associated life cover. Includes
palicies involving both single premiums and periodic premiums,
and policies involving groups as well as individuals.

Contracts where the malturity value is specified at the outset
{"non-honus contracts™),

Contracts where the maturity value is affected by bonuses, not
specified at the nutset ("bonus contracts").

Contracts where the maturity value depends entirely on the
performance of a segregated fund, in which premiums are
invested ("contracts where the investment risk is borne by the
policy holder™),

Article [,Para.

Ia (part)

Tu {part)

Directive of § March 1979

Annex

1 {part)
HI {Part)

I {part)
1IT (pari)
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Directive of 5 Murch 1979
C.P.A,

Article 1,Para. Annex

Note: The words in double quotation marks alone appear in
Article 1.1(a) of the Directive of § March 1979, Those
in both double quotation marks and parentheses are in
Article 63 II of the December 1991 Accounting
Directive,

Note: Policy loans are not treated as a separate product, since
financial intermediate is an integral process.

66.01.3 Underwriting and investment services related to the sale of annuities 1b I {part)

IIT (part)
"Annuities”. The policy specifies an annual amount payable to the
policy holder, or (o a named person or persons, in exchange for a
capital sum paid at the outset to the insurer. On death of the policy
holder or named person(s), the annuity ceases - though some
contracts guarantee a minimum period, and some (which are in
favour of a married couple) specify that 1 reduced annuity will be
paid during survival of one spouse. All types of contract {"non-
bonus™, "bonus”, ete.) are included. Usually only a single premium
15 paid, but if mote than ane is paid the classification is unaltered.

Note: Pensions (annuities) contractually linked to the activity
pension funding (NACE class 66.02) are not incloded
in the above heading, but in classes 66.02.1 or
66.02.2. This applies also when the activity 66.02 is
secondary o 66.01.

66.01.4 Underwriting and investment services related to permanent
health insurance policies, 1d v

The contract to provide invalidity benefit is at long-term and cannot
be cancelled by the insurer. Usually regular premiums are involved
and wsually contracts are non-bonus contracts.

66.01.5 Investment and underwriting services related to capital
redemplion policies,
2b VI

Capital redemption operations are hased on an actuarial caleulation

whereby, in return for single or periodic premiums agreed in

advance, commitments of specified duration und amounts are

undertaken. Includes various 'bonds' repayable at a fixed maturity

value on survival to a fixed date, or un earlier death, where a single

premium is paid at the outset,



C.PA,

66.G1.6

G6.42.

66.02.1

66,02,11

66.02.12

15

Other underwriting and invesiment services belonging to
activity 66.01, excluding pension funding {66.02) when this is
a secondury activity.

Includes “marriage assurance”, “birth assurance”, reinsurance
premiums accepted on life risks which are unclassified, funeral
insurance (if this is to be included in 66.01) and miscellaneous.

Note: Funeral insurance is exciuded from the 1979 Directive
{see Article 3.1)

Pension funding services,

Schemes for individuals: the investment
and underwrifing services of a financial intermediary which
offers contracts intended to provide retiremeni incomes for
numed individuals (or married couples).

In some Member States, pension schemes for individuvals are
actively promated by various types of financial intermediaries - life
insurers, unit trusts, funds managed by stockbrokers or banks, etc.
Moreover, in some Member States, individual employees are by law
permitted o opt out of a group pension scheme established by an
employer, and from part of pension provision though social
security. Such pension schemes for individuals arc also available to
the self-employed. The individual has a defined share in a fund set
up by the intermediary,

Bonus and non-bonus contracts
{These are usually with life-insnrance enterprises.)

Contracts where {he pension depends entirely on the value of a
segregated and unitized fund managed by the intermediary.

Note: Contracts may also provide for premature dealth or
invalidity benefit.

Note: Usually contributions are made by the beneficiary
alone.

Dvirective of 5 March 1979

Article 1,Pary, Annex

1 ¢a) {part) 11
1) I{part)
2 v

not specified not specified
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C.P.A. Directive of 5 March 1979

Article 1,Para. Annex

66.02.2 Schemes for groups: the investment and underwriting services 200 Vit
of a pension fund established to provide retirement incomes 2 (d)
for a group.

The group may be a group of employees or of professionals. The
fund may be self-administrered, may be managed by a financial
intermediary, or may manage iis own investments whiist sub-
contracting risks of premature death or invalidity to a life insurance
enterprise. Contributions may be made by the employer alone, by
both employer and employee, or by the beneficiary afone (in the
case of groups of professionals).

66.02.21 "Muney purchase” type: bonus and npn-bonus contracts with a
life insurance enterprise

66.02.22 "Money purchase" type: contracts where the fund is unitized and
is managed by a finuncial intermediary.

66.02.23 "Finu! salary" type: the pension depends on final salary (or
revalued uverage salary) and on length of contributions.

Note; Contracts may also provide for premature death or
invalidity benefit,

Note: Usually the contructs classified under 66.02.23 are
employer schemes and the employer carries {or may
reinsure) the risk of deficiency in the fund, and may
have certain rights in relation to any actuarial surpius
in the fund (or on its winding-up).

Note: The pensions paid from the "money purchase” type
contracls as classified under 66.02.21 and 22 depend
on the value of the fund.



CIP.A.
66.03

66.03.1

66.03.11
66.03.12

66.03.2

66.03.21
66.03.22

66.03.3

66.03.31
66.03.32
66.03.33

66.03.34
66.03.35

77

Non-life insurance services
[Talics indicate adaptaiions of the CPC.}
Accident and health insurance services

Insurance underwriting services consisting in muking payments for
covering expenses due to accident or sickness by the policy holder.

Accident (EC 73/239 cat. )
Sickness {EC 73/239 cat, 2)

Motor vehicle insurance services

Insurance underwriting services for the policy holder's liability in
operating a motor vehicle and insurance underwriting services

against some types of damage or ioss to vehicles owned or leased by
the policy holder.

[Coverage of leased vehicles deparis from descriprion in CPC.J

Motor vehicle, third party liability (EC 73/239 cat. 10)
Motor vehicle, damage or loss {EC 73/239 cat. 3)

Marine, aviation and other transport vehicle insurunce services

Insurance underwriting services related to transport by land, water
or air covering risks to which the transport equipment (other than
motor vehicles) may be exposed.

[Words in CPC 81293 "or cargo” deleted; “other than motor
vehicles inserted.]

Ruilway rolling stock (EC 73/239 cat. 4)
Aircraft (EC 73/239 cat. §)
Ships (sea, lake, river and canal vessels)
(EC 73/239 cat. &)
Aircraft Yability (EC 73/239 cat. 11)
Liability for ships {seu, lake, river and cunal vessels)
(EC 73/239 cat. 12)

CPC
8129

81291

31292

81293 (part)
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66.03.4

66.03.5

78

[Coverage differs from CPC in excluding cargo.f

Note:  All items are "Large” risks in the context of the second
EC Dircctive of June 1988,

Freight insurance services

Insurance underwriting services consisting in providing coverage
against damage to0 or complete loss of freight, due to risks when

being transported or to political risks in international trade, storage,
strike.

fTralic words inserted, CPC mentions only risks "other than those
related to transport”. ]

Note:  The definition in EC 73/239 (cat. 7) is "Goods in transit,
including merchandise, baggage and all other goods”.

All items are "Large" risks, in the context of second EC
Directive of June 1988,

This item is not a distinct category in Art.63 of the EC
Accounting Directive of December 1991, It is uncertain
whether these services ace included in "marine aviation
and transport”, or in “fire and other damage to property”.]

Fire und other property damuge or loss

Insurance underwriting services consisting in providing coverage
against damage to er loss of commercial or personal property caused

by fire, theft and cther risks, including services related to househotd
insurance,

{Words “ar loss of” inserted, in title and in description; words *and
the insurance of motor-cars, airplanes, small boats and livestock”
deleted from CPC description.}

CrC

81293 (part)
and 81204

81295
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66.03.51
66.03.52

66.03.6

66.03.7

79

Note:  Where household insurance is sold as a package including
insurance aguinst liability to third parties, ii may be
necessary to include the whole of such insurance under
this heading.

These risks may or may not be "large” risks, second EC
Directive of June 1988, depending on the status of the

policy holder.
Fire and natural (orces (EC 73/239 cat. B)
Other damage to property (EC 73/239 cat. 9)

Note:  Presumably the second category above includes complete
loss due to theft.

General liability insurance services

insurance underwriting services pratecting the pulicy holder
persanally against third party risks, e.g. public liability to make
payments to third parties.

Travel and assisiance

Insurance underwriting services providing an indemnity to the
policy holder when travelling against personal accident, medical
expenses, loss or damage to accompanying property, financial loss
due to cancellation, and assistance {e.g. road-side assistunce to or
recovering of a motor vehicie owned by or leased to the policy
holder, and/or indemnification of additional costs incurred in
completing both the outward and the return journey).

Includes EC 73/239 category 18 (Assistance), but is wider. Travel
insurance is generally sold as a single package, either for the
duration of a single journey, or annually. It is therefore convenient
to bring all elements of the package into a single heading,

CPC

81207

81299 (part)
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CPA CPC

66.03.8 Credit and suretyship

Includes insurance underwriting services protecting the policy
holder against pecaniary loss of 4 business resulting from certain

liabilities
66.03.81 Credit (EC 73/239 cat. 14)
66.03.82 Suretyship (EC 731239 cat, 15)

Note:  66.03.81 and 66.03.82 may be "Large” risks or may not

be "Large risks",
66.03.9 Other non-life insurance services n.e.c. 81296
and
81299 (part)

Insurance undecwriting services protecting the policy holder against
risks not elsewhere classified

66.03.91 Miscellaneous financial loss {EC 73723 cat. 16)
66.03.92 Legal expenses (EC 737239 cat. 19
G6.03.10 Reinsuranee of non-life risks n.e.c. (129

The NACE/Revl. class 66.03 includes both direct insurance and
reinsurance. Both involve the underwriling of risks. Reinsurance is
hest described by variables which distinguish direct insurance from
reinsurance, ¢.g. direct insurance premiums writlen, reinsurances
accepted, and direct or reinsurance premiums ceded to reinsurers.

However, in certain sources, the variublgs describing reinsurance
may not be broken down according to the products 66.03.1-9 (e.g.
"reinsurances accepted” in Article 63 of the EC December 1991
Accounting Directive). In ather sources which seek to classify the
reinsurance variables hy product, it may not be possible to do so
completely (e.g. reinsurances accepted under a "treaty” which does
not speeify, on a case by case basis, the particular risks heing
reinsured when a reinsurance premium is accepted).

{12a) Whether reinsuesace should be ireated as a separaied catepory as a whole oc alse broken down by lhe same calagories as diredt insurmncs
FUINERILE ALy Ilrl.\'lllVL'd ;:‘..-su:.
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ANNEX 4

A VYARIABLES ON THE TS, ALTERNATIVE TABULAR

PRESENTATION : TREATM

VESTMENT INCOME AND CAPITAL

GAINS ;: AND ADAPTATION FOR INSURANCE AUXILIARIES
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Introduction

Consideration of the interaction between the variables and the unit of observation
(other than the enterprise), which may be required when reporting certain variables,
requires the accounting data on the units 1o be set out in a. different form to that
adopted in the tables in section 4, These variables are set out in tabular form in table 1
below. The first page of this table shows the generation of the value of production
(Code 21). The second page shows the costs of production and various balances,
together with certain other items appearing in the profit and loss account and in the

capital account. Table 2 of section 4 specifies the combinations of variable and of unit
which may be neccssary, in practice.,
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TABLE 1

INSURANCE : ACCOUNTING YARIABLES ON THE UNITS : TABULAR PRESENTATION : NET OF REINSURANCE

Item Code O which: {For NACETD

hurnber Exports 821) Spiit

In this (and cods} lIfs/non-Rie
Table

. PRODUCTIOM ACCOQUNT

Cradits {net)
1. Framioms
(a) Gross premiums wrilkan

{i} Directinsurance 2a Mo Yes
(i) Aminzsurances actapted B1b Mo Yon
(iil} Pensian contributions -
- Bchemes for individuals 81c Ma Yo
- Schemes for groups (from
amployers and employeocs) 8id Na Yes
{ivy Total 8 Yos: (8k) Yos
af which: - Reqular premiums and
eontributions 81e M Yes
- Single premiums and
contributions B1f No Yes
{b} less Qutward reinsurance premlums
(premiums caded to rainsU e} 13a Yos: {13b} Yes
{c} squals Net writlen premiums plus pensien
confribnmtions 8% Yes: (99b} Yes
{d) Change in provision lor unearned pramiums
{nel of reinsurance) (+ or -) (aa) 81g No Yos
{o) uqualz Earned premiume plus pension contibutiona 89¢ Mo Yec
2. Gross pertfolio Investment incame (an tachnical
provisions . including investment income on
pansion funds) 82a Mo Yes
4. Commissions received (aa) 83a Yes:(B3h) Yos
4. (4] Leas Not elaims inzurred {-} (hh) B4 Mo Yos
(b} ot which:
Claims paid (-} Bda Ne Yoa
{c) of which: Pension & annultiea 84b No Yes
{d} - Other (o) B4c Ho Yos
{8} - Amounts racoverable rom reinsurers (+} a4d No Yes
(i Changa in provisions for claims, net of reinsurance {incr-)* 8de Mo Yai
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TABLE 1 (Contnuad)

INSURANCE ; ACCOUNTING VARIABLES ON THE UNITS : TABULAR PRESENTATION : NET OF REINSURANCE

lem Code Ot which: {For NACE7D
number Exports a21) split
in this (and cods) life/non-Ite
Table

5.{a) [Lile insurance only). Capital
gains. realirzad and unrealizad, 85a Na Yes
credited to the technical account
{b) Less (life insuranca only) -
Ghange in life nsurance provision
{net ot relnsuranca) (incr - 85b No Yas
{c} Loss ehangs in other techincal provisions
(net of reinsurance) and in the equalisation A5¢ No
provision {incr -) (dd)

You

4. Total = Generation of the “Margin™ {or value of preduction

ol insurance sevices) 21 No Yes

NCTES:

*Iner. = Increase

taa} including other technical income and amounts reccivable fram affiliates for servicas provided, if separataly identifiable
{bb} For prafarance, exduding an estimata of claims management costs

{cc} Including capital sums paid from pension schemes and on maturily of life policies.

{dd) Including surpluses of pension funds:and the changs in provigion for unaxpired risks.
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Table 1 continued : INSURANCE : ACCOUNTING VARIABLES ON THE UNITS:TABULAR PRESENTATION (continued)

I rre Code (For NACE/TO
nJumber B21} Split

in this lita/non-lifa
Table

. COSTS OF PRODUCTION AND BALANCES

6. Vaiue of production of insurance services {"Margin™) # B/F 2 Yes
Drobits
7. a. External expsenditure on servicas and sarvices other than from
re-insurers (1) 85d Mo
Cf which:
E.a. Commissions payable 10 agents B5a No
8.b. Dther external uxpanditure on goods and sarvices (2) 8eb No
8. Balance = Gross value added at market prices # =] Mo

Debits {conlinuad)
12. Labour costs (2)

{a) Grass wages and salaries 1 Mo
{b) Emplayers’ compulsory social security cantibutions 12a MNo
{e} Employers' cantributions to own (group) pension schemas
and other labuur costs 12h No
12, Balance = Gross oparating surplus at tactor cost N No

lll. REMAINDER OF PROFIT AND LOSS ACCOUNT {parl)

14. Other portfolio investmant income &zb Yos
15. Profits recaivable from direct invesimants in other countries gra No
[ltlems 17 and 18 ara doubtful]

16. Profils receivable from domestic subsitiaries & trade
invasimants 87b Mo

17. Balance = Tatal available for distribution (before taxes on
incorme) $ 87 Np

IV. CAPITAL ACCOUNT (part)
18. Met change in hixed capital B8b Ne
Mermo item

19. Turnover adjusted to include gress portfollo investmeant incore:
on technical provisions (This is Codes 8 + 82a) 0w Yos

Motea-
*  Parlof item
5 Doubtiul items
# Including gross portfalio investmant income (an tachnical provislons) and investmant incoma of pensicn funds
(1} Code 8%d = Code 13 |pas Coda 13a
= Total of Codes 88a to B6b, whara Codes 13 apd 13a are defined as in the Geonwral Framawork,
For Code 13a, sae tam 1 (b) in the takie on the pravious page.
2} For preference, inchuding claims managment casts.
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TABLE 2 (a) INSURANCE : ACCOUNTING VARIABLES ON THE UNITS : TARULAR PRESENTATION :
NON-LIFE INSURANCE : GROSS OF REINSURANGE

CODES
{tem numbar Transacilons with
in this tabla
Pollcy reinsuwrers  other insurers (@ others
Total holders & aslling
Agerm_
{Gross  [Asinzwery’
I. PROBUCTION ACCOUNT ampunty)  shere)
Credits {nat)
1. Premiums
{a) Gross pramiums written: 8 a1a §1b - -
(b} lrss outward reinsurance premiums 13a - {3a - -
(pramiums ceded 1o reinsurers)
{c) equaks net writhan premiums plus pension 8% # ¢ -
contributions
(d} Change in provision for unearmead pramiums i Iv] 81g(i) 81p(ii) - -
{net of reinzurance) (+ ar -)
(r) rquals earnad premiums plus pansion contnbutions 89¢ 89e (i} B9 {ii) -
2. Gross portfolio investment income (on technical 82a E2a
provisions
3. Commissions receivad (aa) B3 (i) 83 (i} -
4. {4y Luss nat claims incured | ) (bb) a4 # #
[y of which:
Claima paid (-) 84a -
(e} - Amounts recoverable from rainsurers (+) 84d - 844 - -
reinsurance (Incr, -)*
{f) - Change n provision for claims, net of minsurance (incr.-}” 84g 8de (i) Bda (i) - -
5. (¢} Change in other chnical provisions and in the 85¢ - -
equalization pravision (Iner.-) fec)
6. Total = Gensration of the "Margin (or value of production 21
of insurance semvices)
Dehlis
Ha Commissions payable ta agents 86a - - B6a
8b. Cther external extpenditure bn goods and services (dd) 86D 2B (i} 26k (i) Bab fiii}
12 Labowr costs  {dd) 19 +12 - - - 11+12
Miscellanaous transactions with reinsurars - Balance  Balance - -
13 _Balance = Groas operaling surplus at factor cost 21 Ha i) e 31d
|Mema . Bainsurance valance, o) B0 3e :

Notas: (23] Including other technical income and amourits receivable from affiliates for sarvices pravided
{bb} For preference, excluding an estimage of claims managsmant costs

{ce} Including change in the provision for unexpired risks
{dd} For preferance, including claims managemant costs

“ Incr.= Ingraase @ including affillatas # Can be calculated fram other codes
- Allocation not avaitable, included 1n "miscellansous ransactions with reinsurars”.
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TABLE 2 {b) INSURANCE : ACCOUNTING VARIABLES ON THE UNITS : TABULAR PRESENTATION :
NON-LIFE INSURANCE : GROSS OF REINSURANCE

CODES
Hem number Transactions with
In this table
Polley reinsurars other insurers @  olhers
Toal holders & selling
agenis
{Gross  (Reinsurars’
. FRODUCTION ACCOUNT amounts) share}
Credits {net) Bla
1. Premiums Ble Bib . -
{a) Gross pravmium: writtan (Incliuding pension confributions) a Bid
{b) less outward reinsurance pramiums 13a 13a
{premiums ceded o reinsumners)
') equals nat written premiums plus pension B83a # # -
cantribubicns
{d) Changa in proyision for unearned premiums Ay -
{net of reingurance) (+ or -)
(&) pguals earned pramiums plus pensian contributions 39c -
2. Gross porffolic investmant income (on technical pravisions: 82a &2a - -
including imvasiment incoms of pansion tunds)
A Commigzsions raceivad (aa) i ] - 83 23 (i
4. (a) Less nat dairns Incumred {-) {bb}) # # B
{tr} of which:
- Claims pald ( ) Ba 8da - -
{¢) ot which -persion & annuities Bdb adb -
(d) -other (cc) B4c 84c -
{e) - Amounls recovarable from meinsurers {+} 84d - a4d
ramsurance (lncr -)*
{f) - Change in pravision for claims, net of relnsurance {incr.-)" 84e Bds () g4a {ii) - -
5 {a) (Life inaurance arly). Capital gains, realized and unrealized, B5a 85a -
craditad to the technical account
{b) Less (Lfe insUrance only) -changs in ite insurance provision
(et of reinsurance) {iner - as5b 8sh () BS (i)
(¢} Lass change in othar technical provislens (net of reinsurance) asc
and i the equllisation provision {iner -} {gd)
€ Total = Genaration of the "Margin (or value of production 21 -
af insurance services)
Deblts
8a, Commissicns payable to agents 86a - - 86a
Bb. Cther external expenditure an goods and sarvices (ee) 86b 86b (i) BEL (i) B&b (i)
12. Lapour casts  (@m\) 11 +12 - - 11+12
Miscellanaous transactions wilh reinsurers - Balance Balance -
11, Balanco = Gross cparating surplis at factor cost 31 Ha 31b e 3d
Memo. Reinsurancs batanes | ... 31g : e ’

Notes: [aa) Including other technical income and amounts receivable from affiliates lor servicss providad
{bh) For predarenca, excluding an estimate of claims managsment costs
{ce} Including capital suma paid from panslon schames and on maturity of life policies
{dd) Including surpluses of pansion funds, and ¢hanga In the pravision for unexpired rieks

{ee} For preference, induding claims management costs
“lnor. Increase @ including affiliates

# Can be calculated from other codas

.. Allocation not available, included in "miscellanaous transactons with reinsurers”
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nting variabl nits: tr en folio inve incom

Portfolio investment income, excluding capital gains (11}, is included as an integral
part of the production account. “Investment income" means the income on all portfolio
investments, and therefore includes the rental income from property held as a
investment but does not include the income from subsidiaries, trade investments or
direct investments in foreign countries. The inclusion of portfolio investment income
follows the proposed change in the definition of the insurance service charge in the
ESA/SNA. In the case of life insurance and pension funding, the change is only one of
clarification; insurance companies have always been regarded as holding life funds, in
effect, as trustees for the beneficial owners, the policy holders, who are penerally
located in the household sector, The current surpluses of the funds are therefore
regarded as part of the saving of the household sector.

When, as for instance is often the case with the pension funds, the managers charge a
fee for administering the funds (which will include a profit element if they act
commercially), the matter is quite straightforward - the fee is the “insurance" service
charge. With much life insurance, however, e.g. "with profits” insurance, the financial
asscts (investments) of the life insurance companics and the income from these assets
do not belong wholly to the policy holders; the income and capital gains are therefore
partitioned between the major part, which is due to policy holders, and the minor part,
which is treated as part of the profit of the insurancc company and so as being
distributable to its shareholders, For all life insurance, a minimum level of provisions
has io be kept to meet future Iiubilities to policy holders.

The mechanism for separating and safeguarding policy holders' funds is through the
separation of a "technical” part of the profit and loss account. In Article 34 of the 1991
Accounting Directive, the treatment of investment income is quite different for life
insurance than it is for non-life insurance. With life insurance, the investment income
on all investments is credited to the "technical” part of the account. Most, however,
does not swell the result of the “fechnical" account, because it is offset as an increase
in technical provisions (provisions to meet future liabilities to policy holders); but some
may be taken as a management charge, or may even be included in the technical result
and thercby transferred to the non-technical part of the accounl.

As there may be lack of uniformity in this accounting treatment, the preferred method
in the new ESA/SNA will be to partition the investment income on all portfolio
investments between that arising on the investment of technical provisions and that
arising on the investment of olher reserves, estimating the split from the data on the
liabilities side of the balance sheet. The investment income arising on the investment of
technical provisions would then be carried into the production account and largely, if

not wholly, offset as an element of the increase in the accounting period 1n these
technical provisions.

(11} For the treatment of capital gains; see puge 93

(12) gue paper presented Lo the working party on National Accounts (April 1989) Dac, CN 118; items 24 to 29

of the "Summary and conclusions”™ of the meeting of the SNA Group of Experts 23-27 January 1988 (Doc
CN 123), and Doc Eurastat B2ACN{128¢)
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The side of the production account showing the generation of incame therefore consists
of premiums eamned, claims incurred Commissions received, investment income on the
investment of technical provisions, any capilal gains credited to the profit and loss
account and the increase in the technical provisions - see first page of Table 1 in this
annex. The increase in technical provisions will fall short of the net balance of the
other five items; the difference represents the amount available to meet administrative
expenditure and the profit on the operation. As calculated in this way, the proht will
be different from the "balance on the technical account”, as shown in Article 34,
whenever the amount of investment income arising from the investment of technical
provisions is not exactly the same as total investment income less the amount
transferred to the non-technical account.

A major change is proposed in the treatment of investment income in the case of gon-
life insurance, where the ESA/SNA previously regarded the insurance service charge
(the production of services) as premiums earned less claims incurred. This figure was
low or even negative, because in effect the investment income on the various technical
provisions was also used to meet administrative costs, rather than as being regarded as
distributable to shareholders. Clearly it should not be regarded as so distributable,
since the provisions are technical, and are held to meet future ¢laims.

It is now proposed in the ESA/SNA that the investment income on the technical
provisions of non-life insurance enterprises should, in effect, be regarded as a
supplement to premiums, on the basis that this income serves to keep premiums at a
lower level than they would be, were it not for the existence of these reserves. Note
that the individual policy holder usually enters into an annual coniract and pays his
premiums in advance; and that the events giving rise to claims take place later, the
seitlement of claims being even later. Thus the insurance company has the use of the
individual policy holder's money in these periods; and by extension, all the technical
provisions can be regarded as held for the benefit of non-life policy holders
collectively, just as for life policy holders.

In the new ESA/SNA the investment income on technical provisions will be regarded
as distributed by the insurance companies to the policy holders (collectively) who then
return 1t. The balance between premiums, the investment income on technical
provisions and claims incurred is reflected in the insurance service charge, that is in
administrative expenses and profit,

In practice, it may not be possible to make a precise distinction between the investment
income arising on technical provisions and that arising on other reserves; in some
countries the assets (portfolio investments) corresponding to technical provisions may
be segregated from other portfolio investments, but in most countries there is no such
segregation ol assets. It may therefore be necessary (o treat all portfolio investment

income of non-life companies as a proxy for the investment income on technical
provisions.

If this is done, there may be slight overstatement of the value of the insurance service
charge (insurance production). But this simplified method has the advantage that the
balancing figure which appears as variable 31 (gross operating surplus) is then much
the same as the total profit, before depreciation, of the insurance enterprise as this is
defined in the enterprises own accounts.



There are two stages of estimation:-

(a)  identify the total gross portfolio investment income

(b}  estimate the partition of gross portfolio investment income between that arising
on the investment of technical provisions and that arising on other liabilities
(notably on the investment of capital and reserves, or of long-term debt).

Total Gross Portfolio investment income and investments (assets)

Tn terms of the 1991 Accounting Directive, these can be defined as follows:-

Land and buildings
Participating interests,

other than affiliated
undertakings

Other financial investments

Sub-totals

Less interest on deposits
by reinsurers (1

Grand totals

Article 34

Life {13}

11 2(b){aa)

I 2(a),
[l 2{b){bb}

of above

Non-Life (13}
111 3(b}{aa)

TIT 3(a}

11 3(b){(bb)

Estimate from lLiabilities

of above

(13) Excluding the "separate indication of [income] derived from affiliated undertakings™.

U g explanation on puage 92

Article 6

Cl

CIA&4
C Ul &IV
D
GI

of above

Liabilities,F
of above
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Suggested (ruidelines for partitioning portfuliv investimenl income between that arising von
the investment of technical provisions and Lhal arising on the investment of other reserves

The method i1s based on the Tiabilities side of the balance sheet, after certain prier adjustments,
It is intended to be practicable using either data for individual enterprises (or for the resident part
of enterprise groupst, or agprepgated balance sheet data, whether consoliduted ar combined.

Prior adjustments (o Lhe balance sheet (Life and Non-Eife)

(a) Adjustments to exclude assets which one would expect to be financed by the enterprise's
own capital and reserves

Exclusions from assets Relference, Article 6
of the 1991 Accounting Direclive

Tungible assets and stocks F1

Land and buildings U'f‘fg?ied by the enterprise

for its own activities C 1 (part)
Affiliated undertakings: shares in, debt securities
issued by, and loans to Cl1lund 2

Exclusion from liabilities

Capiial and reserves, total (including
profit for the yeur) Total of above assets,
1 be excloded from

fiabilities A+l - H (assets)

The above assets atrf Sinked to share capilal and reserves, and do not contribute to portfolio
investment income (13). Profits from affiliates are not part of gross operating surplus.

(b) Certuin portfolio investments exist because reinsurers make deposits, and do not
therefore reflect policy-holder's funds

Reinsurance affects portfolio investrments in two wiys. First, if part of a premium is ceded to a
Teinsurer, it is not available ta be invested by the direct insurer, whose net technical provisions
are also reduced by the reinsured amounts.  Secondly, reinsurers make deposits to the ceding

insurer, particularty in non-life insurance, und these are available to be invested. but deposit
interest has to be paid to the reinsurer,

Rather than introducing the complication of a three-way split of portfolio investment incame,
between that arising on liabilities to (a) policy-holders, (b) reinsurers and (c) sharehalders or
owners, it seems preferable to deal with this phenomenon on a nct basis, by excluding these
liaalities (and the corresponding assets) before making the partition, and correspondingly by
deducting the interest on the deposits from gross portfolio investment income,

(13) This element of land and buildin gs is scparatcly identified in Article 6. It shonld be excluded only if there is
ne comesponding portfulio investment income (actual or nominal) in the profil ind luss account of the
enterprise, ‘The preferable accounting method would be to include such “income” in the profit and loss
account. offset in operating expenses (and hence contribiming 1o the value of production of insurance services).
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The interest on deposils to reinsurers is treated differently, in the 1991 Accounting Directive,
from interest on other debt. It is part of "investment management charges”, which have the
same location as “"investment income”, in the profit and loss account. This also speaks for the
net treatment of the deposit interest; plainly it has nothing in common with the other costs of
investment management, nor is it regarded as equivalent to interest on other debt.

Exclusion from liabilities Reference, Article 6
f th il Directi
Deposits received from reinsurers F

Exclusions from assets
Exclude F (liabilities)

Portfolio investments from total of CI (16}, C 11 3 and
4, CT,CIV,D,GI

It should be noted that the only adjusted figures that need to be used are those on the liabilities
side of the balance sheet; it 1s not assets that are partitioned, but the income arising from

them, based on liabilities. However, for the sake of clarity, the rearranged balance sheet takes
the following form:-

Reference icle 6 of
Group Liabilities the Council Directive
A Capital and Reserves, adjusted Liabilities A + 1 - H (assels)
less Assets F I, C 1 {part),
Cliland2
Technical Provisions Liabilities, C, D
C Long-term debt Liabilities, G I11
Sub-total, which is allocated Sub-total of amounts indicated
abave
Other provisions, other creditors etc Liabilities B, E, G 1&II
GIVandV, H
Adjusted total, Liabilities Total, less F, less assets F 1, C I
(part}, CI1 Tand 2, H
Assets
Portfolio investments Assets, C I(7), ClI 3 & 4, CIILC 1V, D,G
I
Miscellaneous Assets, A, B, E, FII-1V, GII + 111
Total = adjusted total of liabilities Total of items indicated above
Result

The proportion to be applied to portfolio investment income (17) can then be estimated as B
divided by A+B+C where A B,C are the groups indicated above.

K

(16) Where appropriaie, alter deducting land and buildings occupied by the enterprise for its own activities,
(A7) After deducting deposit interest paid to reinsurers, which can be estimated from the smount of the liabilities.
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Note that B (Technical provisions), on the liabilities side, may be higher or lower than
portfolio investments. They might be expected to be higher, untess a substantial proportion of
assets is held in short-term form (viz assets, £ [ I and 2). However, it appears reasonable to
do the allocation with data on the liabilities side, when the liabilities have been adjusted and
sub-totalled, as shown, to exclude the short-term items. Indications are that the proportion of
total portfolio investment income attributed to technical provisions will be [over 90 %] for life
insurance, and in the region of [70-80%] for non-life insurance.

Investment Management Charges

In addition to excluding deposit interest paid, from invesiment management charges (part of
Code 86b, “other external expenditure on goods and services" and of Code 11 & 12 "labour

cosis"}, it might be thought necessary to partition the management charges in the same way as
the gross portfolio investment income.

Only part of gross portfolio investment income, that arising on policy holders' funds (technical
provisions), is treated as a credit to the operating account of insurance enterprises, having
been regarded as notionally distributed, from their income and oullay account, fo policy
holders, who then return it, as if il were a supplement to premiums.

However, all investment management charges must be regarded as a debit to the operating

account; if paid externally, they are also credited to the operating account of those who give
advice about investments.

To partition the management charges notionally might be illuminating in the following sense:
it would lead to one element of gross operating surplus (a negative amount) which would
represent the charges arising on the investment of shareholder's funds, and the remainder
which, so far as investment income and charges was concerned, would relate only to policy

holders' funds. Such a sub-division of gross operating surplus would however be
unconventional.
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Accounting data on the units: treatment of capital gains (Life Insurance only).

Part of the invesiment return appears in the form of capital gains (whether realized or not) and
the funds held for the generality of policy holders include the capital gains. However, capital
guins and losses - particularly unrealized gains and losses - are not usually allocated formally to
pelicy holders as and when they occur. Particularly when investmnents are valued at current
miarket value in the balance sheet, there will be short-term fluctuations in their value which will

not be matched immediately by changes in funds formally allocated to policy holders (the
"technical provisions').

The exception is the unit-linked type of contract (Class D, Assets, in Article 6 of the 1991
Accounting Directive), in which the policy holder's claim on the insurance enterprise is
measured against a varying numeraire - the value of the units in a sepregated fund. In these

contracts, revaluation adjustments are, in effect, continually allocated to the individual policy
helders.

In the national accounts and ather economic statistics, the rule is that capital pains on financial
investnents are to he shown in a separatc "reconciliation” account, which completes the link
between the opening balance sheet and the clasing balance sheet, so that capital gains are always

excluded from the F lfjmce of the production account (the value of production) and from "Gross
operating surplus”. 18

in the Article 34 of the 1991 Accounting Directive, provision is made for the capitul gains ol life
insurance enterprises to be carried through the life technical account. Articles 42 and 44 suggest
that all realised capital gains should be carried through the technical account, but that, in the

caye of unrealized capital gains, all, part or none may be carried through the life technicul
dceount.

Unfortunately those arising on the unit linked type of contract are not distinguished.

‘The possible oftsets to the capital gains, realized and unrealized, carried into the life technical
account are the following:-

Code
{a) Part of a claim 84
({3 Part of the change in the life insurance provision }
() Part of transfers to und from the fgg\d for future } 85b
appropriations (see Article 22} (1 }
(d) Part of the change in "other technical provisions” 85¢
(e) Part of investment management charges or of ather
operating expenses 86b, 11,12
{f) Part of "pross operating surplus” 31

In terms of Article 34 of the 1991 Accounting Directive, (f) could be in two Elx}ces: {f} {i). part
of the “allocated investment retumn transfeired to the non-technicat aceount” ( 0. or (D) (i1). part
of the "halance on the life technical account”.

U 1 macro cconomic statistics. but not necessanily in enlerprise - hased stutistics, capital gaing on physical assets

are also exclided, an the turm of what is know as “stock appreciation”, or as “the inventory valuation
adjusnnent”,

(19 e reasons for showing these in the same Code as the change in the lifc insurance provision are cssentially

avoid short lenn fluctuations carrying through to the halance of the production account {Code 21, the Vatue of
Production), See camnments on Code 85b, page 56.

il . . . .- . . .. " .
2 14 the Council Thrective. ihe “variation in the fund fur futare appropriationg” is shown alongside, bt gee nole
O abuove.
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The (f) type items, in the above paragraph, reflect capital gains which are held in generai reserve
(Liabilities A HI, "Revaluation reserve"), or are ta be formally allocated to shareholders, perhups
as part of the dividend. If unrealized gains on investments are not carried through the profit and

loss account, they would be reflected directly, on the liabilities of the balance sheet, in A 111, or
in Ba (see Article 22),

There is therefore o difficulty if, to any material extent, the capital pains which have been
carried into the technical account, are not fully oftset in the (4) to () type items, so that they
carry through to "gross operating surpius”. The difficulty is most serious if what carries through
to "gross operating surplus' reflects short-term wunrealized fluctuations in the value of
investments, but most of these are probably of type (¢). Aparnt from type (c), the allocations 1o
the "life insurance provision" and to "other wchnical provisions "are likely to be based on
actuarial techniques, which are cautious and #im to smooth out short term fluctuations.

It should be noted that these difficulties are not avoided by estimating the "vulue of production®
using the "bottom up" approuch, that is by starting with operating profit and adding it to labour
casts and external expenditure on goods and services. That is, the difficulties are not avoided if
figures compiled according to Article 34 are used, since "Gross operating surplus” would need to
be defined in terms of adjustments, eg for differences in the treatment of investment income, to
the "balance of the life technical account”. This appears to suffer from exactly the same

problems, sa far as capital gains are concerned, though again certain short-term fluctuations are
excladed, through item IT12 (a), sce Article 22.

Nor can the difficulty be avoided by separately estimating those capital gains which arise on
unit-linked contracts, which are directly offset in the life insurance provision, (This 1s
apparently proposed in ESA and SNA), The fact remains that the changes made in the life
insurance provision, for other types of contract, \Tiu also reflect capital gains as well as
premiums and investment income, but not as directly. 21}

If capital gains, other than those arising on unit linked contracts, were to be excluded completely
trom the production account, it would be necessary to obtain information on what part of the
change in the life insurance provisions was due to capital gains, and to exclude this also. It 15
doubtful if such information 18 available in the basic records of life insurance enterprises.

It makes no difference if the presentation of the production account for life insurance enterprises
shows capital gains as a separate item above the "line" of the value of production, or if it does
not. The presentation in carlier drafts did not show capital gains, because they were deducted, in

total, from the ”chang[c g} the life insurance provision". The effect on the balances of the account
is precisely the same.12

21} In Code R5b, transfers to and from the fund for future appropriations are also included, see footnate 19 above.

(22) An alternative presentation. with the same overall effect, would be as follows: Code 854 - Capital gains,
realtzed, credited 1o the life fechnical account.

Less Variations 10 and Lrom te Tund (xom the Tund (or (ulure appropriztions (ilein 1§ 124).

Equals Code 85a, adjusted.

Code 85b Chanpe in the life insurance provision, net of reinsurance: re-define to exclude variations 1o «nd
from the fund for future appropriations. (See definition of the Code, un page 55).

This presentation would imply that the variations to and from the fund for fulure approprialions mostly
represent, in fact, unrealized capital gains.
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1t appears therefore unavoidable ta base the cstimates on the assumption that any capital gains of
which do carry through to "Gross operating surplus” (see page 43 above) are a reasonahle
reflection of the undistributed component of profits, which may include amounts te be held in
the revaluation reserve, pending later allocation to policy holders as technical provisions. Short
term fluctuations due to unrealized gains, other than for the umt - linked policies, would only
appear in the profit and loss account, if Member States permit this to be done, and the life
insurance enterprise decides to do so {see Article 44); and if they do, they are largely offset in
itern 11 12 {a) - see Article 22 of the 19491 Accounting Directive.
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Accounting variables on the units: adaptation for insyrance auxiliaries

An adaptation appears necessary for the credit side of the production account

Table Insurance auxiliaries: adaptation of tabular presentation (Table 7 of this
Annex)
Net credils Code
1. Commissions, fees and other trading 8
income receivable
Of which;
a. Receivable from resident insurers balance
b. Receivahle from non-resident insurers 8b(exports)
2. Less Commissions, fees etc. due to other
enterprises for sub-contracted work 13a
Of which:
a. Due to resident enterprises balance
b. Due to non-resident enterprises 13b (imports)
3. Total = Generation of the margin (or

production of auxiliary services) 21 (Sce Table 1 of
' this annex)

In the debit side of the table (the second page), item 14 and items 3a and 8b would not
be relevant, but the other variables would remain unchanged; fees paid for specialist

advice would be included in item 8¢ (other external expenditure on goods and
services).

It is important to note that, on the pgross basis of recording of premiums and
commissions, the total premium received from a non-resident insured person is treated
as being the export of the resident insurer; the commission payable to the agent is a
transaction between residents. The resident insurer is assumed to know - indeed, to
need to know - the residence of the insured person, ic. that he is non-resident; this is a
matter of significance to the insurer, but not to the broker. Strictly, the currency in
which the premium is paid is irrelevant, though it could provide an indication of non-
residence, in default of other information.

It may well be that the broker (independent agent) collects the premium from the non-
resident insured person and passes it on the resident insurer, after deducting his
commission. But if this commission were 10 be scored as the broker's export whilst at
the same time the gross premium is scored as the insurer's export, there would be
double counting. To score lhe commission as a export of the auxiliary, whilst avoiding
double counting, would require net recording by insurance enterprises of all premiums
and commissions, which would be less informative and would also be inconsistent with
the usual basis of insurance enlerprise accounts. On the other hand, commissions
received by resident insurance auxiliaries from non-resident insurers are truly exports
of the auxiliaries and if possible should be identified as such.
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ANNEX §

INTERNATIONAL INSURANCE TRANSACTIONS
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INTERNATIONAL INSURANCE TRANSACTIONS

These can be complex. The underlying principle for determining what is an international
insurance transaction, and what is not, should be consistent with that adapted in the balance of
payments statistics: that is, an international (or cross-border) transaction is onc between a
resident economic agent and a non-Tesident economic agent (1). What constitules residence,
and dislin%uishes residence from a temporary visit {of an individual) is laid down in the IMF
Batance of Payments Manual. The criterion is that of the “centre of economic mierest”.

So far as insurance and reinsurance are concerned, there are various forms in which

resident/non-resident transactions take place. And the transactions are of various types (sales,
purchases, profits etc.)

1, International Direct Investment Transactlions

Usually, both parties to the transaction are located in the activity classes 66.01 - 66.03 and
form part of the same international family of enterprises. A transaction, in which both parties
are acting as insurers, may be between a parent enterprise in one country and its subsidiary
enterprise in another, or between two "sister” enterprises. The criterion of what constitutes
direct investment - "an effective voice in management” - is that given in the IMI* Balance of
Payments Manual, Clearly possession of over 50 per cent of voting shares meets this

criterion, but smaller sharefioldings may also do so, depending on the circumstances of each
case.

The term "enterprise” is here used to cover both subsidiaries and branches which are wholly

owned by a parent enterprise in another country, without being incorporated - the latter are
called "notional resident units” in the ESA {214).

Types of transactions within category (1);

(a) The principal type of current account international transaction is the parent company's
share (according to its sharehulding) in the total profit (whether distributed or
undistributed) of the subsidiary or branch. This is provided for in the Insurance
Chapter of Eurostat's Manual on Services - Code 87a. This Code only applies to
transactions which are internatienal direct investment transactions; they lic outside the
scope of the "production” account. The reason, for including it, is that institutional

arrangements have, hitherto, obliged much international activily by insurers to take this
form,

{b) Another type of current account transaction, which is again specific to the international
direct invesiment situation, is the charge which is made by a pareni/daughter enterprisc
located in one country for services which it provides to its "related” enterprise located
in another country. These are imports or exports of services, and so do form part of
the "production” account. They are provided for in Codes 83 and 86b, but are not
scparately distinguished within these Codes.

(1) "Agent” is here used in the sease of someone whe conducts an econemic activity, and nol in the senwe of
"representative” or "selling agent”.
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{c) A third type 1s the following: an insurance enterprise located in one country may well
act as reinsurer, in whole or in part, to a "related" cnterprise located in another
country. These transactions are included, but not separately distinguished, within the
transactions shown in the columns headed "policy holders® or "reinsurers”, in Tables
2(a) and (b) of Annex 4, when parts of risks are respectively accepted or ceded,

(d)  Finally it is possible that a branch located in one country passes all the preminms it
collects on certain types of policy -say the "large” risks - to its parent enterprise
located in another country, so that direct insurance premiums and claims pass
internationally, between branch and parent, This type of operation may well become
more common, under the recent EC Directive which requires that the prudential
supervision done in one Member State must satisfy the requirements of other Member
States; also because exchange risks are being limited by the development of EMS.
However, it is arguable that the branch is then acting as no more than an agent for its
parent enterprise, in respect of certain types of business which it does not underwrite
itself, so that the appropriate categories would be 3 or 4 (see below). If the branch

does not itself underwrite any business, it is not rcally a branch, but only a selling
agent.

Measurement of international direct investment transactions.

The most satisfactory method is to measure them through a special statistical survey which
aims to obtain figures on the same basis as is shown in enterprises’ accounts. Such a survey
will cover all International direct investment, not just direct investment by insurance
enterprises. The figures obtained, in so far as they relate fo insurance undertakings, will
eventually be compiled according to the EC Directive on the annual accounts of insurance
undertakings. Types (2) and (b) above should be identifiable, within such an all-embracing
statistical enquiry, as insurance transactions, by reference to the activity group of the parent
company, or of the subsidiary company, in guestion. In types (¢) and (d), transactions which
are with non-resident subsidiary or parent companies will not necessarily be distinct, in the
statistical sources, from other international transactions of the same lype.

2-4  Direct Selling of insurance services across borders

This can take threc Torms:-

2, Insurance or reinsurance between two non-related insurance enterprises located in
different countries,

3. Direct insurance of large risks (non-life).

4, Direct insurance of large risks {non-life) or life insurance.
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In general, the criterion of what constitutes an international ingurance transaclion remains that
of the resident transactor and the non-resident transactor. [n categories 3 and 4, one transactor
will be a direct insurer and the other will be a policy holder. International reinsurance -
including the reinsurance of the risks falling in categories 3 & 4 - lalls into caiegory 2.
Generally, but particularly in category 3, care must be taken to distinguish belween the
principal transactor (the underwriter) and his selling agent or broker. Take the following case,
by way of example: a premium on a "large” risk is received by a broker in Country A, the
policy holder being located in country B; the broker deducts his commission and passes on the
balance to an underwriter in Country A. The international transaction is the gross premium
written by the underwriter in Country A; the broker's commission is a resident/resident
transaction. The same principles apply to the more complicated situation where underwriter,
broker and policy holder are located in 3 separate countries.

2, Insurance or reinsurance between two non-related insurance enterprises located in
dilTerent countries

The concept of cross-border selling is here quite simple. The transactions can be any of the
types listed in Table 2(2) of Anncx 4. They are included within the respective Codes, but it is

only proposed 1o distinguish the international component of gross receipts, in three items (see
Table 1 of Annex 4}:

Code
Gross premiems written, exports
(including reinsurances accepied) &b
Qutward reinsurance premiums (imports} 13b
Commissions received (exports) 83b

Broadly, this follows the General Framework in concentrating on turnover less sub-contracted
turnover.  “Gross premiums written, exports” would herc be reinsurances accepted.
Commissions Teceived {exports) would include charges to non-resident affiliates as well as
commissions from other insurers. In saying that, for these items, the cross-border element is

distinguished, T do not mean that it is distinguished for this category specifically, but for the
total of categories 1(b) - (d) and 2-4.

Much reinsurance is placed internationally particularly on “large" risks, It falls into this
category because both the direct insurer and reinsurer fall into the same activity class. "Gross
premiums written, exports” (Code 8b) include but do not distinguish reinsurance premiums
accepted by a resident insurer. Code 13b relates exclusively to reinsurance premiums coded by
a resident insurer to a non-resident reinsurer.

3. Direct Insurance of "large™ risks {non-life)

There are various situations, as regards the transactions and the form in which international
trade in insurance services (if any) takes place.

(i) The most simple case is the situation where an enterprise insures its activities and/or
assets located in one country with an insurer located in another country. Clearly in this
case international trade in insurance services takes placc.



102

(i) Things became more complicated when the insured assets are moving from one place
to another (ie. ships, aircrafl or transported goods). The insured enterprise, however,
is still located in a country different from that of the insurer. Sometimes the insured
assets thercfore might be within the country of the insurer. At other times they witl be
outside that country. This situation implies that transactions between the insured
enterprise and the insurer will be recorded in the batance of payments. (2)

(iii}  More complications arise when the enterprise is a multi-national one, which takes
central decisions regarding the insurance of the assets and activitics located in various
countries. Some of the assets of the insured multi-national enterprise might be located
within the country of the insurer. Part or most of the multi-national enterprise,
however, is still localed in a different country (or countries) from that of the insurer.
This situation implicd that transactions between parts of the mulli-national enterprise
and the insurer will be recorded in the balance of payments.

If the insured assels are located in countries A,B,C,..._N and the insurer is located in Country
A, there will be transactions between the insured parts of the multi-national enterprise located
in B,C.... N, and the insurer located in A. They should be regarded in that light, even if all
premiums and claims are channelled through a headquarters company located, say, in Country
B; this is on the basis that the constiluent parts of the multi-national enterprise should be
regarded as independent economic agents in the countries in which they are located.

(2) The situation refers, so far as insurance of the import/or cxport of goods is concerned, to
the owner of the goods during transit. Depending on the terms of the contract, this counld be
the exporter or the importer.  There are complications if the importer is the owner, but the

goods do not arrive, and the insurer is located in the samc country as the exporter. (See IMF
Balance of Payments Manual).

(iv)  The last situation 10 consider equals the previous one except that the melti-national has
a specialist branch or subsidiary, within the country of the insurer, through which it
channels all or most of its insurance transactions. This branch or subsidiary therefore
acts as the counterpart of the insurer in concluding the various insurance policies or 2
single "block™ policy and in arranging in the payment of the premiums.

In this case most of the transactions between the multi-nalional enterprise and the insurer will
not be recorded in the balance of payments; bul the flow of remitiances {premiums and
claims) will appear, at one remove, as changes in the inter-company balances between the
specialist branch or subsidiary and the other component parts of the multi-national group. The

latter wiil be included as non-insurance transactions in any all-embracing statistical survey of
international direct investment transactions.

In the above mentioned situations relating to "large” risks, (i} to (iv), care should be taken to
avoid the use of inappropriate criteria to delermine what is, and what is not, an inlernational
insurance transaction. It appears that the appropriate criterion remains registration of the
transactions in the balance of payments, viz depending on the location (and residence) ol the
insured enterprise and of the insurer. The following criteria appear inappropriate:-
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{#)  the location of the beneficiary of the insurance policy
) the location of the risks
(©) the place where the policy is signed.

As regards (a), it was mentioned in {iv) above that a single "block” policy, or a number of
policies, might be concluded through a specialist non-insurance enterprise or branch located in

the same country as the insurer, but the beneficiaries of the policy or policies will be in other
countries.

Care is also needed when a broker acts as intermediary. The broker might appear to be acting
in the same way as the specialist branch or subsidiary (situation (iv) above), 1n that he collects
premiums and negotiates claims. But he is not acting as principal, he does not determine the
risks to be insured, nor dues he conclude negotiations on the settlement of a claim. The
branch or subsidiary referred to in (iv) above does have this quality, and therefore acts as

principal in concluding the contract with the msurer. The proker, however, remains only an
agent acling for anather principal.

As with category 2 mentioned above, the types of direct insurance transactions involved may
be any of those shown in the "policy-holder” column of Table 2 (a) in Annex 4, and
only three of them would be distinguished in the Manual.

4. Direct insurance of mass (non-life) risks, and life insurance

In the casc of the direct insurance of mass (non-life) risks and of life insurance risks (both of
which are not allowed at the moment in most countries) the same criteria as mentioned above
are needed to classify any policy as being cross border selling of insurance services.
Regarding ife insurance it is in these situations also imporiant 1o take into account whether the
insurance company or the insured took the initative to conclude a policy. This type of
business will become more important within the EC, as a result of the recent EC Directive
referred to at (d) above. Again the types of direct insurance transactions involved might be
any of those shown in the "policy holders” column of Tables 2(a) and (b} in Annex 4. In the
Insurance Chapter of the Manual, they would be included only as a indistinguishable part of
"Gross premiums written, exports” (Code 3b).
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Summary

The above is summarized, in tabular form, on this page and the next page.

Category  Country A Code Couniries B.C....N
AS EXPORTER AS IMPORTER

Ciross premiums
writlen, direct

nsurare:

[{d} Parent compuny Branch or agcit in
Country B,

3 Lurge risks (non life)

(i) [nsurer, static assets Single insured
enterprise, Country B,
non-insurance activity.

(i) Insurer, moving assets The same

(Ll Insurer, static or

MOVINE assets Component parts of a
multi-national group,
Countries B,C.,.N,
non-insurance actvity,

4 Mass risks (non life), Single insured individual

and life insurance or enterprise.Country B.
Total of the above &h
AS IMPORTER AS EXPORTER
Outward reinsurance
Premiurns
1) Ceding branch or Accepting parent insurer,
subsidiary of a foreign Country B
insurer
2 Ceding non-related insurer Accepting non-related insurer

Total, outward
reinsurance 13b
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International Direct
Tnvestment transactions
(Ensurance enterprises

only}
Export of Scrvices Emports of Services
L(b) By parent, subsidiary By parent, subsidiary
sister company or branch 33b sister company or branch,
(part) Country B
Imports of Service
1(b) By parent, subsidiary By parent, subsidiary
sister company or branch 36h sister company or branch,
(part) Country B
Profits
1{b) Of subsidiary, debit 3= Of paremt derived from
subsidiary, credit, Country B
1{a) Of parent, credit 87a Of subsidiary due to
parent, debit,
Country B

*When the enterprise resident in Country A falls within category 3(d) (i) 2 or 3, see code
3(d).

Acknowledgement [ am indebted to the CBS Netherlands for many of the idcas contained in
this Annex, and indeed some of the text has been borrowed from them. The responsibility for
any errors or omissions in the analysis is, however, mine.
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ANNEX 6

SOURCES OF INFORMATION
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SOURCES OF INFORMATION
The role of administrative sources
Registers

For insurance enterprises, a system of regulation is thonght to exist in all Member States. This
wilt provide a register of Insurance undertakings, though not necessarily based on the
enterprise as the unit. In countries where regulation relates to the group of enterprises, a
supplementary enquiry to company groups may be necessary, in order to compile a register of
enterprises. Equally, an enquiry to undertakings may be necessary to compile a register of
non-resident bra.nci offices and subsidiaries of resident insurance enierprises. The latter is
likely to have been done already, for the balance of payments statistics.

The reinsurance activities of resident insurance enterprises may aot be subject to the same
degree of regulation as direct insurance activities, or may not be regulated at all. If so, an
enquiry directed to insurance enterprises may be necessary in order to compile a register of
specialist reinsurers which are resident. Lioyd's of London is a special case in this category,

Tnsurance auxiliaries, of the types set oul in paragraph 831, may not be subject to regulation.
If s0, an enquiry using trade xegisters or directed to insurance enterprises may be necessary, 1n
arder to compile a register of insurance auxiliaries.

Variables

Most of the variables are also included in Article 34 of the 1991 Accounting Directive on
accounts of insurance enterprises. To the extent that national systems of prudential regulation,
and/for national requirements regarding the publication of annual accounts, are aligned to the
structure of the 1991 Accounting Directive, it should be unnecessary (o collect variables
through separate statistical enquiries. There are, however, various potential problems in the

use as variables of data obtained in the process of regulation or for the annual accounts, as set
out in the paragraphs below.

Member States where regulation andfor annual accounts relate to company groups. The
preferable solution is to compile a register of enterprises and to tap the accounting data at the
stage before it is consolidated (1.e. when it still relates to enterprise units). The alternative is
to adjust the consolidated data for the groups of enterprises in respect of (a) non-resident
subsidiaries and (b) specialist reinsurance subsidiaries - that is, o 'de-consohidate’ these.

When the accounting periods do not relate to the calendar year, little can probably be done,
other than to take the accounting period ending ncarest to 31 December.

Data Collectipn Possibilities

In the case of non-regulated (or "self regulated") specialist reinsurers), it is likely that a
statistical enquiry following the framework of the variables will be needed. However, the
information is also necded for Lhe national accounts and balance of payments, so an enquiry
may already exist. Lloyd's of London is a special case in this category.

For self-administered pension funds, a statistical enquiry may also be neccssary if the data
does not emerge as a by-product of regulation. The need for clearance of tax relief by the

direct tax authorities can provide the basis of a register and - probably - some of the variables
as well.

Other pension schemes usually hand over the contributions which they Teceive to insurance
companies, which manage the investments as agents of the pension scheme. The most likely
source of information is then the insurance company. It is nevertheless preferable that these
amounts should be recorded as pension contributions, rather than as direct Insurance

premivms. There are considerable differences between the pension business and the other
business of life insurance enterprises.
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For composite insurance companies, which were formerly classified under NACE/70 821, the
breakdown of data between life and non-life insurance, as set out in Tables 1 and 2 of Annex
4, may require a separate statistical enquiry. However, such an enquiry would only anticipate
the requirements of regulation once the 1991 Accounting Directive comes into force.

For the variables on the characteristics of enterpriscs as described in code 3 of annex 1,

obtaining the designate data may require a special enquiry of enterprises, updated say every
five years.

Turnover (premiums) by product (Code 8b): For non-life insurance, a breakdown of
premiums by product, according to the list In annex 3, may require a special statistical
enquiry, but it may be that a breakdown by type (products) of non-life premiums according to
the categories in the EC Directive 73/239 iz already available. Moreover, the same
classification is already being used for reporting data to OECD. Also Art. 63 of the 1991
Accounting Directive requires a breakdown of premiums. In some countries the insurance
industry publishes its own breakdown of premiums by type, but if these data relate to

premiums collected by groups of enterprises world-wide, they will need adjusting to exclude
those collected by non-resident subsidiaries elc.

For life insurance, the suggested list of products is in Annex 3. The obtaining of premiums

broken.down by these categories might rcquire a special statistical epquiry, but these
suggestions are tentative.

The investment income on technical provisions can be eslimated without additional data
collection whenever balance sheet data for enterprises are available, as described in Annex 3.

Labour costs: If the annual accounts of enterprises are used as the primary source for the
variables, a separate source would be needed to identify that component of *administrative
expenses”, as shown in the annual accounts, which represents labour costs.

Aggregate data on employment may be available from economy-wide labour force enquires if
these distinguish the appropriate categories in NACE Rev. 1.

Direct investment income due from non-resident subsidiaries and branch offices: As for the
balance of payments, a special enquiry directed to resident enterprises is usually needed to
obtain the varables, both on income and on capital flows. On the assumption that the data
obtuined for the balance of payments in this respeci is adequale, no additional enquiry would

be needed. Howcver, one has to identify which of the enterprises participating in balance of
payments enquiries are insurance enlerprises.
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WEETING OF JOORBURG-GEOUP, OCTCBER 1992,
AGENDA ITEM NODEL SURVET OF IFSURAFCR SERVICES

1. Many thenks for your letter of 17tk Beptember, and for sehding me directly
a copy of Statistice Canada’s most interesting paper on insurance sarvices.

2. On the quastiocn of the ipvestmenit ipooue {nv respect of nea-life (propertiy
and casuplty) insurance, the proposale in your paper and in Burostat's paAper Seem
tn be similar, [ was mogh lnterested im your formulation, ip paragraph 6 of the
fntreduction, that this should ba regarded as a barter arrangemont. Barter is
regarded, 1 bdelieve, as & forn of market transaciion and this lesds me to supposd
that you would apvisagae a routeing of the flows it the same way as is proposed for
the BSA. However, I hawe just heard that, vrfortunataly, the May 1992 draft for
the SFA left out an a adjustment, for invesiment incoma, to the produetlon account
of gon-1ife insurance enterprieas, desplte the conclusion of the April 1880
meating. Jnstead the proposal appears tg be that +he invastment income on all
funds of policy-holders (1ife pius non-lifes should ba still treated as a credit
to the productiocn sccoynt for the insurancé sctivity, byt that it should be
allocated {by residval} to life imsurance ! (See UNSO, ST/ES/STAT/SER. E.2/Rev 4,
Chapter VI (The Froduction Account, para 148 and 147.) I think that thia is
unsustainable, and the risk i& of & reversion to the 1956 SEA treatment in which

the izvestment inceme cpn nep-life funds is completely excluvdad from the
production scceynti.

3, ¥y main purpose in writinmg pow ls to ensure that 1 bave pot misunderstood
your propasals for the treaiment of reinsyragee. It ceems that there 1= no
difference ac regards the trestment of relnsurance accapted (assumed) by resident
insyrers. A regards rigks ceded by resident lpsurers, I addregs my remarks, in
tha first place, to your optiom 2 (page 67, eince option 3 follows from gptiom 2.
The treatmant suggested in Eurpstet's paper is, I think, that which you call
optior 1. Axm I right in tbhinking that option 2 fmplies that, in the production
aceount of the oeding insurer, the reimsurer's share of claims {ncurred would be
regarded as a elgment of income (ie., as part of gress output), whilst the
reingurers's share of the premiums earned by the ceding insurer would be regarded
as a expense {(cost or input!? This appears to be the implication of your taxt,
but 1 may have misundersiged; for inatance, 1 don't sed anything in the specimep
questionnaire about amounts recelivad from reinsurers in respect of the clales

incurred by the ceding insurer. Thi# seams to be neaded, at least vhen the risk
has bean ceded to a non-residemt reinsurer.

fowontinge o
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4. Ths attached uvltra-eimple numerical example attexpts to fllustrate the

point, on two manuscript sheets. Verisimilitude is net intended; and my apologies
for the mapuseript,

5. If I have this correctly, your proposal does avoid a difficulty, whan a
resident iposurer lays off to a non-resident reinesurer part of the premium income
from domestic policy-helders. The net treatment (option 12 regards the service
charge made by the resfdent insurer to the domestic policy-holders as being split
iato two parts - the appropriste proportion of the eervica charge made by the pon-
resideat reinsurer, which would be routed directly to tke domestic paliecy-holders
o5 imports by them, and the balance of the total sarviece charge mads by the
resident insurer. On the other hand, thie provlen doesn't arise when hoth irsurar
and reinsurer are residant, provided that tha whole residant insurance plus
reinsurance industry is treated as a single activity.

€. Theére may however be n difficulty with the fully gross treatmsnt of
reinsurance : imsurance compsnies' sccounts tead o uss the concepts of "earned
preziuas* and “claims incurred” in the net sanme. This is so as to show figures
which indicate the extent of their exposure to risk. In this context, they wauld
not, I surmise, think of claims partly reimbursed by reinsurars as part of their
gross output. 1f one lovks at the proportiaon of operating surplus {o premium
income, there appears to be some difficulty with the gross treatmsut - figures

using the service charge as a proxy are at the bottom of the first manuscript
cheet.

7.You lay some emphacis oh wkat s required for deflation. Clearly this needs
further study, but this argument iw favour of tha gro=s treatment enly holds tf,
at the and of the day, 1t turns out to de feasible and destirablse to obtain "top
down' estimates of the service charga for non-life insurance, revalued at constant
prices, by double deflation of premiums earned, c¢clalms iacurred and investment
income {together with gther expenses, in the context of value added). I an at
present rathar scepticnl about ihis being the best method, becavse of the very
larga size of claims (= part of the premivm, in relation to the other part of the
prenium which {{gnoring investment incame; is used ag the service tharge.

8. Having said this, in the EC (% looks ac if all tde informatinn for a fully
Bross treatment will be avallable, including changes 1w the reinsurer's share of
provicions, to the extent that the reguirements of the 1001 Accounting Directive
determine statistical reparting possibilitims ~ see pagas B& and &Y pf the
attachment to Eurostat's paper. Also, within tke balance sheat, whilst reporting
of liabilitties as net of reinsurance will e the norm, ihe gross ammuntx must also
be shown; and an alterpative prosentaticn will bte sllowed, undar which liabilities
are shown gross and claims on reimsurers are treated as sssats, I will bring a
couple of spare copies of this Directive with me to Villiamsburg.

@. I hope we will be able to discuss this in the early daye at Villisamsburg.
10, Thaok yau for letting me ¥now that Jack Triplett will be the chief

discuscant. 1 am taking the liberty therefore af cending him a copy of this
letter, and I am alsc copying 1t %0 Xessro Lancettl and Fewscn at Borestat.

Yours efnoerealy,

A W)

JOUN YALTON
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