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COVER NOTE TO THE REVISED VERSION OF THE INSURANCE CHAPTER
OF EUROSTAT'S MANUAL ON STATISTICS OF SERVIGES

1. INTRODUCGTION.

1.1 This cover note has the following sections :- Page
{a)} Background to the Insurance Chapter 1
(b) Major rewvisions since last year 2
(c)y {1i) The basic model of the output of insurance

sarvices 3

{ii) Separating direct insurance and reinsurance 3]

(iii) How it equates with the Canadian formulation 8

{d) Remaining issues _ 9
(f} Statistical problems arising from the implementation
of the EC Third Directive creating a common market

in insurance services 12

{g) A few thoughts on prices and quantities. 14

2. BACKGROUND TO THE INSURANCE CHAPTER.

2.1 The insurance chapter (1} 1is an extension of Eurostat's
"General Framework™. In the case of insurance, the aim is to
expleit administrative sources to the utmost. These are of
two interlinked kinds : the data obtained for regulation to
protect policy-holders and the requirements for the provision
of information teo shareholders or owners. Both are linked
inte the basic system for the annual accounts of insurance
enter-prises which are now harmonized at the European level by
the Directive of December 19921 on the annual accounts and
consolidated accounts of insurance undertakings (the "199l
Accounting Directive”, for short). However, it will not be
possible to rely exclusively on administrative sources - see
section 6 (a) on page 9 below.

2.2 The basic unit of observation remains the enterprise, for
preference having excluded the activities of branches located
in other countries. The aim is s5till to produce aggregates
(with cross-section analysis) at the national level as well as
at the level of the whole European community. There will in
future be difficulty in reaching this objective on the basis
of administrative sources alone - see section 7 below. Also,
subdivision of all activities hetween life insurance and non-
life insurance enterprises can create difficulties; for

(1) There will be further revisions. Two errata are listed on page 16 belaw.
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3.
(a)
3.1

instance, when a common staff is shared by life and non-life
insurance enterprises, e.g. in data processing centres, it may
be difficult to allocate labour costs, separately from non-
labour costs, to the two types of enterprise. Non-operating
revenue, e.g. the profits of non-resident subsidiaries, is of
interest (because it is a substitute for operating revenue).
in gome countries, this information is not readily available
at the level of the enterprise {which for productive
activities is equal to the institutional unit}; if so0, the
enterprise group, having excluded its non-resident parts,
would have to he used.

The insurance chapter of the Manual contains advice on
methodology which of itself has the status at present of
guidelines. However, the question is now to be addressed of a
possible EC legal act on the collection of statistical data
for insurance enterprises, which would formalise the Manual's
guidelines and, perhaps, provide for the collection of some
additional data from the balance sheet.

MAJOR REVISIONS SINCE LAST YEAR

Classifications

Revised drafts for the EC's GClassification of Products
According to Activities (CPA)} are attached as an annex toe the
Insurance Chapter. That for non-life insurance has been
largely accepted. The main change since last year has been to
merge "freight" with "marine, aviation and other transport".
It is now fully aligned with the classes required in the 1991
Accounting Directive and in the third Directive. It is also
congruent with the CPC, but does not distinguish as a separate
product insurance on international freight, which i1s of some
relevance to balance of payments estimates.

The revised proposal for a classification on life insurance
has not been accepted and requires further study. In the
first place, there is difficulty in practice in separating the
life insurance and pension funding activities, which carries
over into the product dimension (see pp 11 - 14 of the
Manual}. Secondly, the classes adopted in the first 1life
insurance directive brought tegether, under a single general
heading, wvarilious categories of underwriting such as term
insurance, other types of "whole of life" insurance (policies
which mature only on death) and Tendowment" insurance
{policies which mature on survival or on earlier death). Thus
there is no regulatory under-pinning for a subdivision by
these categories of risk; nevertheless, such a subdivision
seems highly relevant to the user of the statistics and has
been proposed in the present draft of the CPA.
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{b)
3.3

{a)
4.1

{3)

Separating the output of direct insurers and of reinsurers.

This is a major revision, which appears to have been accepted.
The requirements of the 1991 Accounting Directive will enable
reinsurance to be separated from direct insurance, on the
basis of the administrative sources (2}. In its Article 34
the profit and loss account is to be shown largely both gross
and net of reinsurance, and in its Article 63, and in the
third Directive an non-life insurance, the variables which are
to be broken down by product are defined gross of reinsurance.

The change also accords with - indeed, follows - the Canadian
maodel indicated in the diagrams presented to the Voorburg
Group last year. These matters are considered in more detail

in section 4 below.

THE MODEL OF INSURANCE QUTPUT
The basic model.

“*Top-down", for both non-life and life insurance, the
definition of output is as follows :-

Premiums
plus investment income con funds held for pelicy-holders
Jass claims {indemnities)

lass provision for future c¢laims (including changes in
actuarial reserves [3)

eqguals gross output

"Bottom—-up™, cutput is equal to the sum of the feollowing :-
Operating surplus
plus labour costs

equals value added

plus intermediate consumption (including commissions to
independent selling agents)

eguals gross output

"Bottom-up"” is an 1illustration, oot a definition, since
operating surplus is not independently defined.

It will be quite a major change in eéxisting accounting practices. For
instance, in the UK both published profit and lass accounts and the data

required by the regulator, other than premiums and claims in most classes,
are net of reinsurance.

Known in the Manual and Accounting Directive as "Change in the life
insurance provision".
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(b)
L. 4

In the table above, 1 have used the term "gross output”. In
the Manual,the same thing is called the "Value of Production".
In the national accounts, it has been called, for insurance,
the "insurance service charge” (4); claims and provisions for
future claims are treated as transfers amongst policy-holders
and/or beneficiaries. Thus premiums laess claims and
provisions define the service charge, which 1is the amount
available to sustain the insurance industry's costs and to
provide it with a profit. For mnon-1ife insurance, the
national accounts use a somewhat confusing terminology; the
amount charged to pelicy-holders which is allocated to meet
claims and provisions is called the "met" premium (5) - not to
be confused with premiums net of premiums ceded to reinsurers.
Whilst, in aggregate for the insurance plus vreinsurance
industry, '"net" premiums are equal to claims plus previsions,
the identity does not hold for the sectors or industries of
the peolicy-holders, since c¢laims are allocated directly to
beneficiaries, who may be third parties. (In the remainder of
this paper "gross" means gross of reinsurance.}

In the ESA, and in the new SNA, transactions are recorded by
all sectors and industries on an accruals basis, as seen by
the insurance industry. Thus premiums are shown as the
premiums "earned" in an insurer's accounting period, and
claims as "incurred" by the insurer (including provisions for
the future payment of claims). There are the usual problems
of lack of congruence of accounting periods; and the policy
holder does not usually recognise the concept of subdividing
premiums into a service charge and a remainder - see the
separate paper by Eurostat for this session.

Non-life insurance ; investment income.

In the new SNA, as 1 understand it, the investment income on
the funds held by non-1life insurance enterprises, on behalf of

policy holders who themselves are producers, is to be treated
as follows :-

In distributive transactions : an imputed transfer by
insurance enterprises to
policy-helders

In the production account : the same is returned as a
"premium supplement”.

But in future it will also be called "value of output of insurance
services".

Called in the ESA "net accident insurance premiums"



When the policy-holder is not a producer (e.g. a household or
a local authority), the return of the premium supplement
becomes a new charge to final consumption {6}. There will be
no change of treatment for 1life insurance, where the
investment income is already regarded as transferred to the
policy holder who is not a producer, but remains with him as
part o©of his saving, being returned in the financial
transactions account as part of the "increase in the net
equity of households in life insurance and pension funds".

The model in rather more detail.

Leaving aside for the moment the treatment of transactions
between direct insurers and reinsurers ({see para 4.6}, the
model in rather more detail becomes :-

Insurance industry Counterpart sectors / industries (7)

{a) Policv-holders (b) Qthers

Premiums earned {pe) : resource Ccunterpart of pe : use
Iavestment inceome on policy-
holders' funds {ii): rescurce Counterpart of 11 : use
Claims incurred (ci) : use Counterpart of

ci: resource(d)
Change in actuarial

reserves f{car) ! use Counterpart of car: _
resource
Tatul = insurance service
charge {isc): balance GCounterpart of isc (part)}(7?) ditto
Other operating revenue of the
insurance industry {9): resource

Total = gross output,

Closely analogous to the effect of allocating the imputed bank service
charge.

Will be classified as part of intermediate consumption {for producers) or
of final consumption {for non-producers).

A4 ragource either of the policy-holder or of another beneficiary {e.g.
claims paid to third parties)

Faor instance, amounts charged by a headguarters company for services
rendered to its non-resident subsidiaries.



(d)
4.6

Gross treatment of reimsurance : direct insurers.

On the gross treatment of reinsurance, all transactions with
policy-holders are conducted by direct insurers {(10). Direct
insurers purchase a service from reinsurers; reinsurers
purchase a service from retrocessionaires; and so on. Leaving
aside any ancillary operating revenue, the model hecomes the
following :-

Direct insurers : output
Premiums earned, gross of reinsurance Resource
Investment income on policy-holders' funds

{whether held by direct insurers or by reinsurers) Resource
Claims incurred and change in actuarial reserves

grass of reinsurance Use

Total : insurance service charge/gross output Balance

Direct insurers : input
Intermediate consumption :-
{a} Value of services purchased from reinsurers Use
(b)Y Other intermediate consumption (11) Use

Balance : Value added.

Thus avoiding a main disadvantage of the net treatment, whereby 2a policy-
holder has to be regarded as directly importing a reinsurance service if
his direct insurer lays off part of the rigk to a non-resident reinsurer.

Including commissions paid to independent selling agents.



4.7 On the input side of the direct insurer's account, the value
of services purchased from reinsurers can be established as
follows: -

Premiums ceded to reinsurers; reinsurers’
share of the premiums earned {(gross of

reinsurance) (Useg)
less Commissions ete. received directly from '
reinsurers {Negative
use)

less BReinsurers' share of gross claims incurred (Resocurce)

Iess Reinsurers' share of change in gross
actuarial reserves {Resource)

+/- Reinsurers' share of other transactions
in the direct insurer's profit and
loss account {12)

equals Value of services purchased from reinsur-
ers {excluding value of investment
income on reinsurers' reserves due
to direct insurer) Use

plus Investment income on reinsurers' reserves
due to the direct insurer Resource(13)

equals Full value of services purchased from
raéinsurers Use

The "value of services purchased from reinsurers (excluding
value of investment income on reinsurers' reserves due to
direct insurers)" is identical to the "Reinsurance balance" as

set out in the 1991 Accounting Directive (see Article 63 -
with hreakdown by product).

{e) Gross treatment of reinsurance : acgcepting reinsurer
4.8 The accepting reinsurer may alsc be a direct insurer. In his

profit and loss account, reinsurance premiums accepted from
ceding direct dnsurers {which have the same definition as
premiums written by the direct insurer) are separately
specified. But other transactions in premiums, claims etc.
may be merged with direct insurance transactions,

(12) Balancing item - see text at beginning of next page.

(13) Imputed flow, not part of the "core” of the Manual - see section 6.5 (1).



The model for these transactions is the same as in paragraph
4.7, with signs reversed. This creates a difficulty in the
use of administrative sources to supply data for the model

the commissions etc. which the accepting reinsurer pays
directly to direct insurers are treated as an undistinguished

part of his costs in the Accounting Directive (14) but the
model wviews them as a discount on the reinsurance premiums
accepted - as a reduction in a resource, not as a use. They

are paid or credited directly by the reinsurer, as producer of
the service, to the direct insurer who buys the service, and
are therefore unlike other commissions such as those paid by
producers to third parties, for instance selling agents. The
accepting reinsurer is also viewed as passing on to the direct
insurer the benefit of investment income on such part of his
reserves as corresponds to his liabilities to direct insurers.

5. COMPARISON WITH THE CANADIAN MODEL.

5.1 The comparison is based on the diagrams distributed to the
Voorburg Group last year. The two models have become virtually
identical. In the European moadel, the breakdown into the
service and transfer components of operating revenue is done
only for the total of premiums plus the investment income on
policy-holders' funds, not for the two taken separately. In
the case of non-life insurance,the routeing of this investment
income, as proposed in the SNA, appears to be effectively the

same as it appears in the Canadian model. I support the S5SNA
terminology, “premium supplement™, though this is not used in
the Manual. The Canadian formulation, which views it as a

barter transaction between the direct insurer and his policy-
holder is very illuminating, but it seems to me that a barter
transaction, apart from needing a wmwonetary value {not the
problem in this case), also needs to be recorded as having two
sides to it - as a two-way flow. The SNA formulation achieves
this and also achieves, at the cast of introducing imputed

flows, a realistic wvaluation of output, the balance of the
production acceunt.

5.2 There may be residual differences in the definition of the
value of services provided by reinsurers and 1if there are,
they probably reflect differences between Europe and Canada in
the relationships of direct insurers with reinsurers when
contracts are "proportional", rather than "non-preoporticnal®,

(14) As part of acquisition costs, unless they are renewal commissions, when
they are part of "administrative expenses".
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In Europe, a proportional contract usually means that the
reinsurer reimburses claims and perhaps claims management
expenses in proportion tc the premiums ceded, but not that he
reimburses part of the direct insurer's general management
expenses. The reimbursement of c¢laims management costs 15
covered in the European model as a contribution by the
reinsurer (within the "reinsurance balance") to the direct
insurer's intermediate expenditure {which is to be recorded
gross of any reinsurers' contribution) ({15}, any oather
finaneial contributions by reinsurers to direct insurers
(called "reinsurance commissions and profit participations" in
the Accounting Directive) are regarded as a reduction in the
price of the reinsurance service, by treating them effectively

as discounts on the premiums ceded by the direct insurer to
the reinsurer.

REMAINING ISSUES.

Data problems.

The minimum amount of data available through regulaticn is
that set by the form of the profit and leoss account of the

Accounting Directive. When additional data are required for
the model, they may :-

(i) be available already to some, if not all, national
regulators,

{ii}) be readily available in the intermal accounts of
insurance enterprises; or

(iti) depend on estimates to be made in statistical ciffices.

When estimation in statistical offices has to bhe used, the
estimates may have to be made at the level of the aggregate
for the whole industry, either for a particular product, or if
need be for all products combined. Even so, such estimates

can still be carried, as averages, into a data base for
individual enterprises.

Labour costs, Labour costs are not separated Irom
intermediate expenditure in the Accounting Directive, in
which the total of labour plus cother costs 1s analysed by

function. The separation of total labeour costs from other
casts is usually available from other information held by the
enterprise, e.g. its internal cost accounting. Likewise, when

It appears in the "reinsurance balance" as part of the reinsurers’ share
of claims incurred.

- g _



a common staff is shared by both 1life and non-life insurance
enterprises, with charging of total (labour plus other) cosls
to each, the subdivision into the labour cost and other costs
elements is thought to Dbe available from internal cost
accounting, especially when the enterprise employing the
commonr staff is a member of the same enterprise group. The
subdivision is needed in order to distinguish between value
added in life insurance and in non-life insurance.

Claims management expenses, both external (e.g. payments to
loss adjusters) and internal, are merged into "gross claims
incurred"” in the Accounting Directive. They should be
transferred to intermediate expenditure or labour costs as
appropriate, otherwise the value of production is understated.
ln some countries data are available toa the regulator
distinguishing one or both elements. Otherwise estimates
should be made in statistical offices. It is suggested that
occasional enquires should be made to a few 1insurance
enterprises about the average proportion of claims management
expenses to total gross claims incurred: in the case of non-
1ife insurance, the ratios should be broken down by product,
as the expenses probably vary considerably according to
product. Graoss non-life claims incurred by direct insurers,
broken down by product, are available in Article 63 of the
Accounting Directive.

Commissions pavable by accepting reinsurers to direct insurers
In the accounts of the acecepting reinsurer, these should be
transferred from costs to negative revenue (e.g. as discounts
given on the reinsurance premiums accepted}. Information on
them may be available to the regulator. If not, they can be
estimated as a proportion of reinsurance premiums accepted
(which, when significant, are identified in Artiele 63).

Investment income on reinsurers' reserves should be attributed
to the production account of direct insurers, as the policy-
holders of direct insurers benefit from investment income

whether or not part of the insured risk is laid-off to
reingurers.

(i} In the direct insurer's account. The liabilities side of
the balance sheet (Article 6 aof the Accounting Directive)
shows provisions gross of reinsurance and also shows the

amounts laid-off to reinsurers. Portfolio investments
{assets) largely reflect the net amount of these liabilitiles.
Therefore, on the — rather large - assumption that the rate of

return on investments held by the reinsurer is the same as
that on investments held by the direct insurer, the benefit to
the policy-holder from the provisions laid-off to reinsurers
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{b}
6.7

can be estimated. In terms of the model for direct insurers
set out in para 4.6 above, the same amounts will be included
in respect of investment income due from reinsurers, both as a
resource (as part of investment income on policy holders'
funds), and as a use (as part of the wvalue of services

provided by reinsurers - see alsa para 4.7).
fii) In the_accepting reinsurer's account. The wvalue of the

service provided to the direct insurer includes the investment
income on the reinsurer's technical reserves {(see paras 4.7 &
4.8), so no adjustment is necessary. The investment income -
being treated as a "premium supplement™ - is tantamount to an
addition to turnover. Thus, as with turnover in general, it
is not additive to an industry-wide aggregate. A simple
illustration is given on page 17.

Investment income of direct insurers by product. Although
the Accounting Directive does not specify a product breakdown
for the level of technical provisions, as shown in the balance
sheet, it is believed that, for non-life insurance, this
information is generally available to regulators, net of
reinsurance and possibly also gross of reinsurance. The
collection of such information by Eurostat has been envisaged
in the first draft of a possible EC Legal Act (see para 2.3

above). Investment income by product, for non-life insurance,
could then be estimated from the relative size of the
technical provisions. In the absence of such information, the

product split of investment inceome could still be estimated
from a simple model which accumulated premiums and claims
subdivided by product, preferably accompanied by information,
which is often awvailable for classes of business such as

marine, aviation and transport, on the pericd elapsing bhefore
claims are paid.

Other issues.

Value of production by product. The General Framework of
Eurostat's Manual on Statistics of Services specifies a
product breakdown for turnover only. This 4is often an
adequate proxy for the breakdown by product of output, but not
in the case of insurance, where only a small part of turnover
carries down to gross output. However, for direct non-life
insurance both gross premiums earned and gross claims incurred
will be broken down by product (Article 63 of the Accounting
Directive). If estimates are made of dnvestment income
subdivided by product for direct non-1life insurance {including
therefore the benefit to poliecy-holders of the investment
income on funds held by reinsurers), the way 1s open tao an
analysis by product of the wvalue of production (gross of
reingurance), for nen-life insurance only.




6.8

7.
7.1

Counterpart industries or sectors. The enterprise-based model
of insurance looks at the question of measuring the output of

the industry. What is the output of one industry 1is the
consumption (intermediate or final) of other industries or
sectors, In the national accounts, the distinction which is

seen by the insurance industry, between claims {transfers) and
output, has to be carried into the accounts of the policy-
holders, be they also industries or final consumers. This
distinction is not usually perceived by the policy-holder.
Furthermore, output will in future be measured including
premium supplements (investment income on reserves due to
policy-holders}, an element which the policy-holders are also
not directly aware of. These matters are covered in the
separate paper entitled "enterprise statistics in the macro-
economic framework, with reference to insurance".

EFFECT OF THE TH1RD GENERATION DIRECTIVES

These Directives create a common market in both non-life and
life insurance services throughout the EC, and potentially the
whole EEA. There are two mechanisms - the right of establ-
ishment, wviz. to set up a branch anywhere in the Community,
and the right to provide services, for instance by mail order
from the home country. In both cases, the system of regulation
of the home country - the country in which the parent enter-
prise is located - will apply throughout the Community. Only
subsidiaries set up in other Community countries will be
subject to the regulation of the country in which they
operate. The consequence is that a Regulator in country X
cannot demand information from the branches located on its
territory which belong to a parent enterprise in another
Community country, say Y. The regulator in country Y will
however on request provide the regulator in country X with
information for the aggregate of such branches, under certain
specified headings which relate to activities rather than te
solvency - for mnon-life insurance premiums, claims and
commissions, broken down by seven product classes (Article

44, and for life insurance premiums only, without product
breakdown [Article 43).

In country X, therefore, administrative sources will he
incomplete in so far as insurance services are produced by
branches of other EC enterprises or by mail order. Agpgregates
for the whole EC will still be available from the administr-
ative sources, but not as aggregates divisible into member
states. For congruence with the general system of macro-
economic statistics, however, agpregates for individual member
states are still needed; for instance, in the case of intra-
community wvisible trade extensive steps have been taken to
ensure that country-specific aggregates, together with some
information on the direction of trade, will be maintained.
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The implications of this are to be discussed in Eurostat's
Working Group on statistics of insurance services and in 1its
Task Force. The information to be passed between regulators,
if all countries made the maximum reguest, would cover 12
countries (in future, 18), each broken down by 11 (17) others.
An alternative would be centralisation of data exchange. This
could be either for both administrative and statistical
purpeses, or for statistical purposes only. However, at
present there is some doubt whether statistical purposes are
recognised as a valid use of the aggregated data obtained in
the exchanges. In principle it might be possible to extend,
for statistical purposes only, the range of information
collected by the clearing house - provided always that all 12
regulators decide for their own national purposes to collect

more than the range of information specified in Articles 44
and 43.

A less satisfactory alternative would be to rely on supplem-
entary surveys for statistical purposes conducted by national
statistical offices. The difficulty with non-resident branches

already exists when statistical enquiries are run - at least,
it does in the UK, The UK €80 run extensive statistical
surveys of UK insurance companies (including the branches in
the UK of foreign companies). The underlying reascn for

relying on statistical surveys to supplement the information
collected by the regulator has to de, I believe, with the
practice in the UK of obtaining information primarily on a
"plobal" basis {meaning consolidated, world-wide}. This
applies both to the published annual accounts produced for
shareholders and to much information supplied to the regulator
(16). In the statistical surveys, information is sought on
the same definitions as used by the regulator, covering both
profit and loss account and balance sheet, but which relates
only to the UK territory. In defining this territorial
coverage the request is made to treat the non-resident

This procedure reverses the timescale normally expected; thus
consolidated and glebal information is provided first of all to the
shareholder; then more detailed information, much of it also global, is
provided to the regulator; and lastly “de-consolidated" information
relating to the UK territory is provided to the CSQ.



branches of UK parent insurance companies as 1f they were
subsidiaries {i.e., to exclude them) (17). It is recognised,
however, that the smaller non-resident branches cannot always
be readily separated, and to this extent the territorial
coverage departs from that which is ideally required. The
requirements of Articles 44 and 43 may help to improve the

situation in this regard, but only for the profit and loss
dccount.

SOME THOUGHTS ON PRICES AND QUANTITIES

The 1991 paper has been distributed to Eurostat's Working
Group, but so far there has been insufficient time to discuss
it. In any event, things have moved on since then. For non-
life insurance, we now have the prospect of a settled product
classification and an agreed definition of the wvalue of
production hoth gross and net of intermediate consumption,

with reinsurance treated as the purchase of a service. To
carry the breakdown by products down to the level of wvalue
added also appears possible, with some estimatign. (Gross

operating expenses broken down by product, for direct insur-
ance,are specified in Article 63 of the Accounting Directive).
Whether the elements which need to be estimated are to be
carried into a disaggregated data base for individual
enterprises, which could in principle be done hy further
estimation in statistical offices, remains an open guestion.

Even with figures of gross and net output at current prices
breoken deown by product, there are considerable difficulties,
both conceptual and practical, in revaluing them to the
constant prices of a base year. The easiest approach in
practical terms appears to be "bottom up" (see para 4.1), but
it suffers from various disadvantages : -

{1) There is no conceptual basis for deflating operating
surplus, which is a halancing item

(ii) The subdivision of wvalue added in to labour costs

and operating surplus, broken down by product, will
not be directly available.

} However, their profits etc. are reported separately, for the balance of

payvnents estimates.



An alternmative would be to take the figures at current prices,

broken down by product, as a base and to project or
extrapolate them using indicators of "real" output. The
obvious ones are the number of policies in force. The

tentative proposal for an EC legal act envisages the
collection of figures of the number of policies in force,
broken down by product, in the case of non-life insurance.
The conceptual difficulty is how to allow far guality changes
- e@.g. changes in policy conditions on renewal. In principle
their «ffect at the time of the change could be estimated
either from the increase in 'price' {(i.e. premium rate) for
unchanged peolicy conditions or from the expected reduction in
the cost of claims with the changed policy conditions.

Double deflation is conceptually the best approach, but - for
insurance - it appears to suffer from major practical snags.
These are on the gross output side of the account. Unlike
moast products, there is no single "price" of the product
produced, which could be used for deflation. I do neot believe
that it is justifiable to take changes in the premium rate for
a defined package of cover as 4 deflator of gross output.
These suffer from the difficulty that they are affected by
changes in the frequency of transfers between policy holders

{changes in the frequency of claims on insurers). To take a
simple example, which assumes (i) a non-inflationary environ-
ment, (ii) a change in the frequency of c¢laims and ([(iii}
perfect knowledge on the part of the insurer :-
Year 1 Year 2 Change
No. of policies 100 100 G
No. of claims 100 150 50%
Premium rate 100 140 + 40%
OQutput at current prices
{monetary values)

Premiums earned 1000 1400 40%
Claims incurred 800 1200 50%

Balance = grass output 200 200 a

* See "premiums earned", in the lower section of the table.

If costs and real profits remain unchanged, gross output in
vear 2 at the price of year 1 should remain 200. However, if
the change in the premium rate is used as a deflator, the
deflated figure for gross output in year 2 would become 143 (=
100/140 % 200). This is plainly wrong.
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8.5 In principle it might be possible to overcome this difficulty
by choosing separate product-specific deflators for premiums
and claims, or by seeking some means of stripping out the
above mentioned "volume" component in changes in the premium
rate. There would still he the difficulty that errors in the
relatively large numbers for premiums and claims, when
deflated, might be magnified in the balancing figure, deflated
gross output. This whole area requires further investigation
and practical experimentation.

ERRATA IN THE INSURANCE CHAPTER

(Version 1.4 of April 1993, as attached to this cover note)

Page

5 "Explanation of the symbols" : the double line ('tram-
line'} sheould read "border of the enterprise group,
having excluded its non-resident elements”. There
will be parallel changes to page 24 of the
Insurance Chapter, and to references to the
institutional unit, passim.

86 &

88 The heading “"commissions and profit participations
received" (heading 3(a), Code 83a) should be
transferred to become a new heading 7 (c} - as part
of "services received from reinsurers” - on pages
87 and 89 respectively. The existing heading 7 (c)
on pages 87 and 89, "remainder of the reinsurance
balance”, should be renumbered as 7 (d). There
will also be a change to the familiar net of
reinsurance model {page 90), in which reinsurance
commissions received (part of heading 3) should
become a deduction from "outward reinsurance
premiums” [(headiag 1 {(bh).



ILLUSTRATLON

INVESTMENT INCOME ON RESERVES DUE TO POLICY-HOLDERS :
TREATMENT IN ACCOUNTS_OF DIREGT INSURERS AND REINSURERS
(NON-LIFE INSURANCE)

DIRECT ACCEPTING TOTAL
INSURER REINSURER {COMBINED)*

GROSS OF REINSURANCE

PREMITMS : -
Actual premiums earned 50)
50} 100 50 150
Premium supplements
{investment income]} 10)
Q) 20 10 30
120 60 180
CLAIMS INCURRED 43)
45} -20 ~45 -135

BALANCE : VALUE OF
PRODUCT1ON, GROSS 30 15 45
GF REINSURANCE - _

INPUTS : -

VALUE OF SERVICES
FROM REINSURERS :
Actual premiums
ceded 50

Premium supplem-
ents ceded 10

Reinsurers! share
of claims -45

= VALUE 15 15
OTHER INTERMEDIATE CGOSTS 5 5 10
LABOUR COSTS 5 5 10

BALANCE = PROFIT 5 5 10

* Duplication in all headings except the last three.
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INTRODUCTION

Objectives

I'his chapter on insurance aims to complement the General Framework and take account
of the special features of insurance, 1t should not be seen as a programme but as a sel ol
methodologicul guidelines to assist member states.

Although the manual is only for guidance, it~ General Framework gives stunduardized
definitions of the statistical units of observation, of activity classitications and of the
economic variables. This chapier adapts these definitions to the cicumstanees
appropriale 1o insurance, and adds definitions of economic variubles which are specitfic fo
insurance. These definitions are also based on, or reconciled with, Uk definitions used in
other infarmation systems for insurance, in particular the statistics prepared by the OECD
insurance Committee and the layout of the prefit and loss account of insurance
enterprises, contained in the Council Directive 91/674/BEC of 19 December 1991 on the
annual accounts and consalidated accounts of insurance undertakings (D hereafter
referred to as the 1991 Accounting Directive,

(reneral description of the insurance sector

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

characterize the uctivities of insurance: the diversification of risks, and the ailocarion of
fimancial rescources.

The main econemic functien is te transfer risks to specialized companies which assire
risks o a certain amount through the collection of a payment (premium). However, there
arc differcnces between types of insurance: the basic underlying principle of non-life
insurance is the 'mutualization of risks' trunsterred by & wide runge of insured persons or
institutions; in life insurance, there are two functions: the mutualization of risks und
financial intermediation (the management and investment of savings). Reinsurance has as
s abjective the distribution and compensation of mainiy large risks.

[nsurance companies, especially life-insurance companies, are also financial institutions
{ulthough not in the technical sense of the 1991 Accounting Directive) which play a very
important role in the allocation of tesources. The large amounts of money regularly
received in the form of premiums have to be properly invested in various lypes of asscis
to cnsire the necessary solvency and liquidity to meet claims: part of these amounts hag
1o be invested in assets us determined by legislative technical pravisions. In this respect,
insurance is subject to economic policy.

(n

91/674/EEC Official journal L 374 ol 31 December 1991, p.7
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Life and non-life insurance can be further divided into different classes. Life insurance
cmbraces operations based on capitalization, of which there are a great varicty: 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-lile insurance business can be divided into a number of classes:
accident and sickness, motor insurance, transport, fire and natural forces, civil ltahlity of
all kinds (mwotor, industriual, professional, etc.) credit and suretyship, financial losses,
legul expenses, etc.

The different classes of insurance ulso vary, as a result of the unigue requirements of the
industry that is being insured. For example, reinsorance and transport insurance are. by
tar, the most internationally traded businesses. Transport insurince 15 o necessary
complement to transportation and it ix customarily provided by the seller under the usil
terms of international trace.
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TIE ENTERPRISE AS THE BASIC STATISTICAL UNIT IN THE SECTOR

Potential statistical units in the sector

The General Framework lists and defines four types of statistical unit. in accordince with
NACE 7.

- the enterprise,
- the group of enterprises.
- the locul unit,

- the kind-of-activity unit.

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

Itis suggested that in the case of insurance, as for other financial service activitics. the
statistical unit should generally be the "enterprise”, It is the lowest level of unit which is

legally autonomous, which keeps a separate and complete set of accounts and which is
ussessed for laxes on income.

In many member states existing statistical enquiries directed to insurance undertakings
ure likely to have been designed on the basis that the "enterprise™ is the statistival unit:
and the situation may well be the same, at present, in respect of returns required by most
nationul supervisory bodies. But in some member countries, where consolidation of
published accouats is already the norm, statistical cnguiries will have been designed
taking the group of enterprises, with non-resident subsidiaries de-consolidured, as the
onit.

In some member states the legally autonomaus enterprises may not qualify us separate
“institutional units" (as defined in ESA 212-216) becanse they do not have autonomy of
decision with respect to income distribution and financing, Where the enterprise and
institulional unit are not identical, the latter may be the only feasible unit for reporting
certain variables - see para 815 below, For preference, the degree of ageregation of the
enterprises should still be anly 1o the lowest level at which there is autonomy ol 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;
s0 1s the investment of funds. The sale of insurance is often done by mail or through
independent intermediarics (brokers), sa that in most countries insurance enterprises have
tew local offices. There is little point, therefore, in collecting separaie figures for the fow
local offices of insurance companies,

The arguments against taking the group of enterprises as the unit are not guite as
conclusive. The 1991 Accounting Directive puts emphasis on the consolidated accounts
implying that separate accounts for the constituent undertakings may have less
importance than hitherto, and may not even be published separately. The group of
cnterprises could thereflore be considered as a potential unit.
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Structure of enterprises in the sector

In general, the structure of the enterprises corresponds to the siructure of the activities,
Enterprises specialize in life ingurance or in non-life insurance. Some specialize n
Teinsuranue but reinsurance is also conducted by enterprises mainly engaged (n direct
insurance. Lloyds' of London also specializes in reinsurance; in form it 18 an association
of underwriters but it appears to qualily as a guasi-corporate enterprise (as defined in
ESA 2231 and 235e¢). In a number of member countrics, there exist. "composie”
msurance enteiprises which conduct both life and non-life business and peol their costs,
In other countrics, whilst life and non-life insurance enterprises are lepally separite, they
have only a small staff and purchase the services of a separate enterprise, which pravides
common administrative services to both life and non-life enterprises.

In some member states the organization of a typical group of insurance enterprises has
the structure of the diagram on page 5, in which non-resident subsidiaries are not owned
directly by resident insurance enterprises, and in which the "institutional unit” brings
together both lifc 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 obrained on the basis of the enterprise as the unit, and
others (eg. central stuff costs) on the basis of the "institutional unit".

In the diagrain on puge 3, the top holding 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 not have autonomy with
regard to this process. Secondly, when (as in some countries) subsidiaries located in
foreign coumnes are owned directly by the top holding unit, the mstitwional unit
excluding the top does not possess infermation about these subsidiarics.



Figure 1 - The structure of a typical insurance group

5

Source: CBS, Netherlands
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Analytical advantages and disadvantages: in section 2.1 the tentative conclusion wis
drawn that, in the case of insurance, the enterprise was preferable as the unil of
ohservation 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. Examples
are : insurance broking, the letting und management of real property and the Tinancing of
the construction of real property.

Advantages and disadvantages in data collection: It is common for a financial institution
lo engage n financial activities other than the mainstream ones. For instanee, it is
common far credit institutions to offer insurance to their customers trom within the same
company proup. But a separate insurance subsidiary is usually set up for the purpose -
that 1§, o separate cnterprise, with its own accounts; indeed, national regulution of
msurance may demand this. This phenomenon points to an advanage of taking the
enterprise as the unit; the fipures for the credit institutions based on the enterprisc unit

would then show separately their profits derived frem ancillary activities such as
INSUFAnCe.,

In some countries, however, the regulation of insurance, and the requirements for the
publication of accounts, telate to the group. The 1991 Accounting Directive also relates
to consolidated accounts, i.e. to accounts for the group of enterprises. In these cises data
reluting 1o the constituent enterprises of the groups would have ta be abtained separately.
as they would not appear in the published accounts.

There are serious disadvantages to the use, for economic indicators, of daty tuken only
trom the consolidated accounts of groups of enterprises;

a) such consolidated data cover group transactions whether in the reporting country.
n ather member states or in non-member states:; bat it is fundamental o waCro-
economic statistics that subsidiaries and branches situated in other countries
should be separated frowm their parents.

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

thin that tuken from units al a lower level of aggregation.
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One alternative, where published figures are used us the prumary source, 5 to de-
consolidate partially by obtaining sepatately ondy figures for those enterprises within the
eroup which arc located outside the domestic territory: this is necessary in any event, in
arder to compile figures for the balance of payments. The result will be o obtain a figure
consolidated at the level of the domestic territory, in which only transactions with
subsidiuries and branch offices located outside the domestic territory will be (reated as
tansactions  with separate enterprises. 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 between direct insurers and any specialist reinsurer which, although a
separate enterprise, was part of the same company group. The resulting institutional unit
will not be wider in its scepe than the resident part of a company group, since by
definition institutional units alwuys exclude non-resident entities; also, as with stagstics
based on the compuny group, the resident parts of non-tesident entities should be
included, as "notional resident unis”, ESA 214

Also, for consistency with the definitions used in the balance of payments und nationul
accounts, the activilies of the enterprise should cover only those activities which are
vonducted on the domestic territery. It may be necessary to adjust the figures in the
annual profit and loss account of the parent enterprises, which may include the activines
of their branches (as opposed 1o subsidiaries) resident in other countrics, Most
multinational activity is however condocted through subsidiaries, which by definition are
separate enterprises with separate accounts.

A ditferent 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
graup accounts would include both the subsidiary and principal activities. When the
subsidiary activities cross the boundary between insurance and monetary intermediation
or ather financial intermediation, de-consolidation of group lgures will be necessary. In
that situation, the whole group would be divided into scparate institutional units and the
top holding unit would then form an institutional unit by itself.

Ancther phenomenon is that of the life insurance cornpany which owns one or more Unit
Trusts (or in french SICAV - société d'investissement & capital variabie). These may well
be set up as scparate subsidiaries, The reverse phenomenaon, that of the Unit Trust which
owns a life insurance subsidiary, for instance in order to qualify for tax relief on pension
business, atse exists, This clearly illustrates the ditficulty of taking tigures only at group
level. A unit trust will be clussified to another heading of the activity classification
(probably NACE/Rev.1 67.12), so that, if it owns u life insurance subsidiary and figures
are only obtained for the whele group headed by the unit trust, it would be necessary to
breakdown the group figures into those relating to the primary activity {onit trust) and
those relating to the secondary activity (life insurance). If, however, the life insurance
business is conducted through a separate subsidiary established tor that purpose, figures
compiled at enterprise tevel will distinguish the two activities withowt further adjustment.
Conversely, when an insurance undertaking owns separite investment substdiaries, it may
be convenient to regard both these subsidiaries and the parent undertaking as forming a
single "enterprise” {in the sense of a statisttcal unit}, even if the investment subsidiarics
tuke the form of unit trusts (see diagram on page 5).
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SCOPE AND STRUCTURE OF THE SECTOR

Main activilics of the sector

Insurance is generally understood us being the accepting (or "underwriting™) und
spreading of risks, with the provision of an indemnity in monetary form on the occurrence
of specified events. The contract between insurer and insured is set out in a "policy; the
mnsured person pays, usually annually, a specitied "premium” to secure the indemniry or
indemnities specitied in the policy. Often the insurer lays off, or reinsures, part of the risk
with another insurer or with a specialist reinsurer, patticularly in the cuse of large risks
which are to be insured against casualty or accldent. Premiums reveived (rom policy
holders are known as "dircet” insurance, as distinct from premiums accepted from other
insurers for reinsurance. There is a main distinction between life and non-lite (accident
and casualty) msurance,

I several EC 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 15 the provision of 4 pension, on survival to a specified retirement age. This
is the matn mcthod of pravision of private {"occupational™ pensions in some countrics
and is a development of two earlier variunts of life insurance proper - "endowment®
insurance (payment of a capital sum on survival to a specified uge) and annuitics
(payment, in exchange far a capital sum, of an anauity so long as the annuitant suryives).
In NACE/Rev. |, pension funding is shown separately from other life insurance.

In the case of life insurance and pension funding, where the insured events accur in the
long-term, the activity of insurance enterprises is to a large extent the investment of the
funds received as premiums, (o the policy-holder's best advantage. It theretfore overlaps
with the parallel activity of other financial intermediaries - banks, investment funds
managed by intermediaries such us stockbrokers, unit trusts and investment trusts.

Such intermediaries also engage, for example, in funding for pensian provision. So do
large companies (both non-financial and financial) on behalf of their own employees. The
companics appoint independent "trustees” to manage the pension Fund. Sometimes the
trustees themselves manage the investments of the fund; sometimes they hand investment
management over to a linancial intermediary, which could he an insurunce enlerprise.
When they take the former course, the fund van be called a "self-administered” pension
fund.

Investment intermediation ix classified in NACE/Rev. 1 either ta 65.23 ("other lnaucial
mtermediation ne.c.; [SIC/Rev.3 6599™) or 1o 67.12 ("security dealing activitics  withi
which the draft CPC has 81323 "portfolio management services™. [n the prescut state of
affairs, however, it is only reulistic to regard life insurance as a single activity; and
continue W accept the convention which gives the mutualization of risks precedence over
investment intermediation and so classifies the integral activity of a life insurunce
“enterprise” to one activity heading. This is the approach of KACE and ISIC
(NACE/Rev. 1: 66.01-66.02; NACE/70: 8223,

Non-life insurance is included as a single activity in the international classifications
(NACE/Rev.1 66.03). The breskdown by types is a matter for the product classification.
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The activity of insurance and pension funding is zccompanied by auxiliary activities
(NACE/Rev.1 67.20). The main one is nsurance 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 cluim is
made in respect of non-life (casualty and accident) risks - is another activity which
appears to be auxiliary to insurance. The logs adjuster is both employed and remunerated
by the insurer; his remuneration may be on a time basis or on a 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 scrvices described in 3.1, above relate o the international
classifications cun be seen in the table below. which relates to the 1LC activity
classification NACE/Rev. 1, and in Anncx 2. This Anmex does two things :

a) it compures, for insurance services, the activity dlassifications NACE/7Q,
NACE/Rev.1 and ISIC/Rev.3

b} it develops the activity classification NACE/Rev.1 into a product classification
called "Classification of Products according to Activities” (CPA). CPA is the
Community version of the UN's CPC. See the commentary on CPA for insurance
in paragraphs 850-51 below.



10

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 u suvings
element
66.01 Life insurance
This ¢lass includes:
- life insurance and life reinsurance, with or without a substantial
savings clement
66.02 Pension funding
This class includes:
- the provision of retirement incomes
This class excludes:
- ton-contrimitory schemes where the funding iy larpely derived
from public sources cof. 75,12
- compulsory social security schemes cf. 75 .30
66.03 Non-life insurance
This class includes:
-ingurance and reinsurance of non-life husiness:
. accident, fire
. heaith
. property
- MOLoT, marine, aviation, transport
. pecuniary loss and liahility insurance
67.2 Activities 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
funding other than financial interinediation:

- activities of insurance agents

- activities of insurance risk and damage evaluators
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Units engaped in several types of insurance. Except in the case of reinsurance, the so
called "composite” undertakings exist in only seven member countsies - Belginm. Greece,
Italy, Luxembourg, Portugal, Spain and the United Kingdom; in many of these countrics
new "composite” companies cunnot be set up. They were treated as a separate activity
group in NACE/70 where they were classified under heading %21 but NACE/Rev. ]
requires their business to be split between the 3 types: life, pension funding and non-lite.
This will cause difficulty, The OECD statistics indicate that for most countries the split of
their premiums (tumnover) between life and non-life is availuble. But data, on their
investment income, on their costs and oo the numbers of their employees cannot usually
be split berween 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 us the whole
activities of these units cannot be allocated integrally to Lhe three catcgorics in

NACE/Rev.1, the approach should be to split the variables betwcen life and non-life
wherever possible.

Reinsurance - treatment in activity classifications. The term “reinsurance” is used when
part or all of the risks underwritten by one insurer are transferred o a remsurer on
payment of 4 reinsurance premium, the reinsurer accepting responsibility for that part of
the risk s 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 thut reinsurance is mainly wmportant for the non-life
insurance sector, as is supported by OECD statistics. Reinsurance is similar to the
process of sub-contracting. 1t seems apprapriate to confine the term to the trunsfer (or
sub-contracting) of underwriting risks, and not to use it when the management of
investrents is transferred to another enterprise, eg. by a pension scheme to a life

insurance enterprise. In such a case, the life insurance enterprise usually only acts as the
agent of the pension scheme.

[n both NACE/70 and NACE/Rev.1, reinsurance is included with direct insurance. Thus
NACE/Rev.l 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.(2) 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 profil and Joss
account.

Life insurance and pension funding - treatment in activity classifications, NACE/Rev. |
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 u life insurance undertaking which does not sel up separate
entgrprises for the two activities, This difficulty could arise in two ways:

@) with respect 1o premiums (turnover), the same process is tollowed through in the OECD statistics, in arriving

ar "nek written premiums”.
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a) the allocation of the whole, undivided, undertaking to the appropriate activity
class (66.01 or 66.02 of NACE/Rev.1 : sec paragraphs §43-846),

b) Imespective of the activity cluss, the subdivision of key variables (notably
turnover, Code 8) between direct life insurance premiums and pension
cantributions (sce para §47).

It 33 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.

Types of contracts. Most single premium contracts (g the purchase of an annuity for u

capital sum, or capital redemption contracts) should be regarded as part of (he life
insurance activity,

Cantracts which are appropriate to ordinary life insarance (Class 66.01 of NACE/Rey. 1)
are those where the major part of the henefit to the policy holdet, on maturity, may be
tuken as a capital sum. If the option exists - at the outset - fo convert this capital sum. in
whole or in part, into an annuity, the vontravt should still be regarded as ordinary lite
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, hecause the maturity value is available as a capital sum and is only optionatly
converied to an annuity to the beneficiaries of the deceased person's estate. Contracts
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 valuc as a cupital sum.

Contracts which are appropriate to pension tunding (Class 66,02 of NACE/Rev.1) are
those where it is inherent in the nature of the contract that the main part af the benefit on
maturity must be taken in the form of a pension or annuity ("the provision of retirement
incomes”). Often a restriction of this nature is placed upan the contract, to suiisty the
requirements of direct tax authorities, who then allow meore BENETOUN tax privileges
(typically, deductibility of all contributions from taxable income, and tax exemptian ol |
the nvestment invome und capital gains of the fund). The direct tax authoritics may also
dernand that the vontract specifies no surrender value before maturity and that the
vontract may not mature before a specified age (typically 55). They may allow a minor
proportion of the bencfit o be taken as a capital sum {typically 25%), provided that the
main part of the benefit is taken as a retirement income for the beneliciary or his/her
spouse; this will be taxed as income in the years in which it is received. The CONCept is
that of deferred income.

It is not nccessary that the pension should be obtained from the same financial
intermediary as that which manages the savings up to the time of retirement - it is only
nceessary that the main part of the benefit on maturity should be Laken in the form of 4
pension payable up to death, Also, it is not necessary that the contributions and benefits
should be obtained through a group (whether 2 group of employees or of the members of
profession). In the United Kingdom, and possibly in other member states. it ix provided
by law that membership of group schemes should not be made compulsory s part of an
empluyment contract, and private pension schemes for individuals are actively marketed
by finuancial intermediaries, The contracts will then specily what shate the individual
contributor has in a pension fund set up by the financial intermediary. It may specity the
conditions under which the maturity value may he canverted to a pension,
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Pension contracts may include additionally rights to o pension and/or capital sum on
premature death or invalidity. The proportion of contributions required to obtain these
benefits is typically small, and typically the contract does not allow any choice ahout
obtaining these henefits, or any option to use a separate intermediary, Thus, when Lhe
contract is a "package" including ¢{mainly) a retirement income, but alsa {~econdarily)
rights to premature benefits on early death or invalidity, the contract is still a pension
contracL

Allocation _of enterprises to the appropriate activity class. Many pensgion funds (6602 of
NACE/Rev.1) have no activity other than pension funding (as defined above). These

include pension schemes set up by employers or professional associations. Those set up
by large employers may be self-administered. When for a group the management of
invesunents, and/or the insuring of risks uf premature death and invalidity, is handed over
lo a tinanctal intermediary acting as agent - which may be a life tnsurance enterprise, but
may be a unit trust or a bank - the pension funding activity is that of the group scheme
and should be regarded as remaining in 66.02 of NACE/Rev.l. Likewise for pension
schemces where a financial intermediary offers pension contracts to individuals,

Activity Class 66.02 excludes, us 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 also
excluded - notubly the "régime de répartition” in France. Pension schemes for civil
servants and other public sector employees will, however, be included if they arc both
funded and contributory; that is, if the employee also makes a contribution. However, the
vontributory schemes for some public sectar employees in the United Kingdom which are
not funded, even though the employee contributions are calculated on an actuarial busis

(know as "notionally funded" schemes) uare not included, becanse there is in reality no
tfund. '

Often u life insurance enterprise will mix ordinary life insurance with pension funding,
without establishing separate enterprises for each. The normal criterion for determining
which activity is primary and which secondary 1s the contribution of each to value added,
for which turnover is often tuken as a proxy. However, there are various reasons for
propusing, in this case (exceptionally), that the enterprise should remain classified to
class 66,01, unless the proportion of ordinary life contracts is minimal (say under 10% of
premium/contribution income).

These reasans are:

) 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.

h) The proportion of each activity may be close to 50:50, thus creating the danger of
instability of classification.

A life insurunce enterprise classified to NACLE/Rev.t 66,01 would thus very often have
pension funding as a secondary activity (class 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 assels are pooled, and this is
allowed under the 1991 Accounting Directive.

Allocation of vurigbles ta the appropriate activity cluss. As regards turnover, the
distinctian between the life insurance premiums und the pension contributions received
by mixed activity enterprises would be made on the basis of the nature of the coniracts
(see paras 838-842 above). The f ollowing schema would result;
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Activity class
6601 00,02
Variableg Life insprance Pension funding
Direct Life Insurance Prenduims X -
Pension Contributions X X

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 1s unlikely to be possible - when the insurance company rather then
the pension scheme is the source of information - to break down the sum tansferred
between the pension contribution proper and the insurance of premature death cte. Tn that
case the wlal is better recorded us a pension contribution rather than as a life insurance
premium. Donble counting of the pension contribution must be avoided.

Life insurance and pension funding - treatment of reinsurance. Self administered pension
schemes, while managing their own investments, usnally (hut nol always) insure risks
soch 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 us reinsurance. The
reason for this is that a self-administered pension scheme will be classificd, by its primary
activity, to NACE/Rev.1 66.02 "Pension Funding", which at fourth digit level is scparute
from NACE/Rev.l 66.01 "Life insurance”, the activity appropriate to the insuring of a
risk such as "death in service". Tt might be appropriate to regard it as reinsurance if both
the enterprise contracting to provide the pensions and the separate emerprise contracting
to insure the risk of premature death had been classified, by reference to their primary
activily, (0 NACE/Rev.1 66,01 "Life Insurance”.

Product classifications

This section deals with the relation between the new activity classification and the draft
classification by products. In principle a product classificalion 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 uppear feasible to subdivide
hfc msuerance (considered as a product), between risk spreading (underwriting proper)
and investment intermediation. This meuns that generally the headings of o product
classification for insurance will be no more than subdivisions within the insurance
activity; but they are very useful as such, The easiest way o study the extent o which the
same financrl services (preducts) are carried out by financial institutions tenterprises)
falling into different headings of the activity classitication, would be to obtain
designatory data on the structure and ownership of both insurance enterprises and other
financiul enterprises.

Suggestions ure given in Annex 2 for the classification of insurance and pension products.
For life insurance and pension funding the identified products relate to the First Council
Directive for life insurance (3). The non-life insurance praducts refate to the First Council
Directive for non life insurance ) also if appropriate, they take into account the
categrories as distinguished in the Second Council Directive for non-life insurance ) and
the 1991 Accounting Directive.

(h TZGTEEC Oilickd Journal N° La3. 13.03.1979 p.1

@) 73239/FEC Oflicial Journal N* 122K, 16.08 1973 p.3

(5} BROSTEEC Olcial Journal N° 1172, (4,07 1988 p.1
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ECONOMIC VARTABLES IN THE SECTOR

A number of variables are common to all services sectars. They are defined in the
"General Framework” but some arc adapted to the circumnstances of insurance and other

varlables are specific to insurunce ; these are included in the following table and defined in
Annex 1.

As mentioned in paragraph %14, instituticnal ditferences 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 combination of life and non-
life enterprises. Table 2 on page 24 sets out the various possibilities; when repocting data it
is important that member states identify the variables tor which a unit other than the
enterprise has been used.

Annex 3 includes a tabular presentation for accounting variables on the units; a tabular
presentation is helpful in illustrating how the main balances (value of production, gross
value added and gross operating surplus) are derived. The annex alsp shows how

investment income and capilal pains are treated and indicates how the variables can be
adapted for insurance auxiliaries.

Treatment of reinsurance in the variabtes. In the 1991 Accounting Directive, there is
emphasis on showing the muin elements of the profit & loss account and balance sheer
gross of reinsurance, as well as net of reinsurance. The definition gross of reinsurance is
that used for the supplementary information, to be shown in the Notes to the Accounts. in
pasticular the analysis by products. The same definition is used in Article 44 af the Third
Directive (1992) on Non-life Insurance, and in Article 43 of the Common Poxition (1uy2)
for a Third Directive on life insurance,

In this manual, the primery presentation of the variables is also so far as possible gross of
reinsurance. The “Value of production” of insurance enterprises (otherwise known as their
gross output) is prirarily defined as gross of reinsurance. Transactions between an insurer
acting as a direct insurer and an insurer acting as a reinsurer arc treated as the pravision of
a service by the reinsurer (part of its output) to the direct insurer (part of its input, or casts).
However, a secondary definition of the "Value of praduction”, net of reinsurance, is also
shown.

The main advantages of a generally gross basis of recording are the following:

(1 Variables ulign with the definitions in Article 63 of the 1991 Accounting Direcrive

(which gives an unalysis by products) and with those in the Third Directives
(1992),

(ii) Separation of direct insurance and reinsurance pives more information at
disaggregated level about the operations of hoth parts of the insurance plus
reinsurance industry,
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It facilitates reconciliation with the national accounts basis, which reguires
transactions between resident direct insurers and non-resident reinsurers (or vice
versd) o be de-consolidated (ESA 7140) (6). Ax an illustration of this, consider the
case where a resident direct insurer takes on a risk from a resident policy-holder,
but reinsures part of the risk with a non-resident reinsurer : the gross and national
accounts treatments show all transactions affecting the pelicy-holder as being
between him and the resident direct insurer, whilst the net treatment (when applied
to all transactions, including those between residents and non-residents) implies
that the resident policy-holder directly imports rcinsurance services from the non-
resident reinsurer. For a fuller exposition, see Annex 7. Incidentally, the gross basis
is also preferable if it is desired to compile regional cstimates of GDP, since
insurers and rcinsurcrs may be resident in different regions.

The main advantages of a net treatment are the following:

(i}

(ii)

It is closer to the treatment in Article 34 of the 1991 Accounting Directive of the
sub-totals and balances, which are net. As regurds the balances, however, this does
not affect the closest conncenion, which is that between “gross operating surplus”
and the halunce on the technical account.

It 1§ the same as the definition in the General Framewark, where the "Value of
Production” of an enterprise is defined net of the valuc of sub-contracted services,
However, the case for departing trom the General Framework in this regard is that
few other industries sub-contract across national boundaries to the same extent as
the insurance industry.

(6)

In geneeal, there is also a preference for de-consolidation throughout, thougle an exceplion is made af present for
insurance “for practical reasons”.
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4.1.  Structural characteristics of the pnits

839,
Yariables on Lthe enterprises General Framework Yariables
variables specilic 10
or adapted to
the Insurance
sector
b 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
tor local units)

d4a Division of the units according to the
number of persons employed or the number X X
of salaried hours worked

4h Mivision of the enterprises X Not included
according to class of value added

4¢ Division of the units according to size
of technical provisions (life-insurance) X

| . . .

t 4d Division of the units according to
the size of grass written premiams X
{non-life insurance)

6 Variables relating to market share and
nternationalization X X




4.2,  Accounting data on the units

01,
Variables on the enterprises General Framcwm'k| Variables
; variables speuific to
' or adapted o
the Insurance
sculor
Non-Life  Life
8 Gross premiums written and X X X
pension contributions {turnoever)
8(1) Ouiward reinsurance premiums, otherwise X X ht
known as premiums ceded to reinsurers
(part of 13¢)
&(i1) Net written premiums plus pension X X X
contribntions (% less 8(i)
8u Turnover by product (part of 8) X X X
! 8b Intra-fextra EC exports (part of %) X X X
#e(i) Imports: premiums wrillen ceded X X X
to non-resident insurers
% Prices of products sold X * *
- 10 Labour costs (sum of 10a and 10b) X
. 104 Gross wages and saluries {part of () X
10b Employers’ voluntary social security i i
contributions and other labour costs |
(part of 11} : X
I3 Purchases of goods and services ' X X X
[3¢ Value of services received from : - X X
reinsurers {reinsurance balance)
14 Immaterial investmenls i X Not included

* (o be discussed
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Variables on the enterprises

31 Gross operating surplus

General Framework Variables
variables specific to
or adapted w
the Insurance
sector
Non-Life Life
15 Fixed production X Not included
6 Tangible investments X See ¥8b See 8¥b
17 Disposals of fixed assets X See 88b See 8¥b
1% Leasing used by the units X See 8Xb Sce K8h
2% Duties and taxes other than VAT X # #
29 Operating subsidies X Not included
30 Change in stocks X Not included
Variables calculated
20 Gross value added at market prices X X X
20a Gross value added at factor cost X X X
21 Value of production, gross of reinsurance - X X
2la Value of production (net of reinsurance) X X X
X X X

# See comments to Codes 20 and 20a
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4.3 Variables vn employment of the units

B61.
Variables on the enterprises Generd] Framework Varigbles
variables specific 1o
or adapted to
the Tnsurimgee
| sector ¥
22 Number of persons employed (part of 22) X

224 Number of wage and salary earners

(part of 22} X
22b Number of persons employed on part-time
basis (part of 22) X
2c Number of fermale persons employed
(part of 22) X
23 Number of salaried hours worked X

24 Varibles relating to personnel
qualification levels X

Not inclided

¥ The sub-division between life insurance and non-life insurance is not included because in

some countries a central staff is used - see diagram on page 5.
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4.4 Sectior specific variables

862.
Vuriables on the enterprises General Framework Vuriabley
variables specific o
or adapted to
the Insurance sector
Non-Life Lile
&lu Gross premiums written: direct insurance X X
{part of ¥)
¥1b Gross premiums written: reinsurances
accepted (part of ) X X
&1¢ Pension contributions: schemes for
individuals (part of §) - X
&1d Pension contributions: schemes for - X

groups (part of 8}

8le Gross life-insurance premiums - X
: written, periodic premiums {life
insurance and pension funding only)
(part of 8)

&Lf gross life-insurance premiums written, . X
single prermiums (part of &)

®1p Change in provision for unearned

premioms (gross of reinsurance) X X
#1g(1) Change in provision for unearned X X
premiums (reinsurers' share)
R1g(i1) Change in provision of unearned X X

premiums (et amounts)

82y Gross porifolio investment income on
technical provisions (including portfolio X X
investment income of pension funds)

82t Other portfatio investiment income X X

832 Remsurance Commissions received and X X
profit participation received

#3a (aa) Reinsurance commissions and profit X X
participations received from non-residents
(exports)
- ®3b{ii) Other technical income X X

(net of reinsurance)
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4.4 Sector specific variables (continued)

Variables on the enterprises

General Framework
variabley

Variables
specific to
or adapted to
the Insuranee sector
Non-Life Life

¥3c Amounts receivable from affiliales for
services rendered

¥3c (aa) Amounts receivable from non-resident
affiliates (exports)

X3d Other operating revenue

¥4 Claims incurred, gross of reinsurance
84(1) Claims incurred, reinsurers' share
84(11) Claims incurred, net of reinsurance
®4u Claims paid, gross amount

84a{1) Claims paid: amounts recoverable from
remnsurers

R4a(ii) Claims paid : nel of reinsurance

84b Claims paid as pensions and annuities
(part of K4a)

84¢ Other Claims paid (part of 84a)

. 84e Change in provision for claims (gross
of reinsurance)

84e(i) Change in provision for claims,
: reinsurers” share

| 84e (i) Change in provision for claims,
net of reinsurance

85a Capital gaing net of losses, realized and
unredlized, credited to the technical account

83b Change in life insurance provision,
gross of reinsurance

85b(i) Change in lifc insurance provision,
reinsurers' share

85b(it) Change in life insurance provision,
net of reinsurance

X X
X X
X X
X X
X X
X X
X X
X X
X X
- X
X X
X X
X X
X X
- X
- X
- X
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4.4 Sector specific viriables (continued)

variables specific to
or adapted to

Variables on the enferprises General Framework Viariables
! the Insurance sector

- _ Non-life ___ Life |
: #5¢(11) Change in other technical provisions X X
| (nevof reinsurance) and in the equalisation
| provision 1
| 864 Commissions payable te agents (part of 89d} X X
#hb Other external expenditure on goods X X
and services {part of §9d)
87a Profits receivable from direct investrments
in other countries * X X
¥7b Profits receivable from domestic
subsidiaries and trade investments * X X
Merged variables
88k Net change in fixed capital X X

{sum of 16,17 and 18)

Calculated variables
¥Oh Net written premiums ; exports X X
(Kb less Be i)

¥Yc Gross premiums earned plus pension X X
contributions

AY¢ (i} Gross premiums earned, X X
reinsurers’ share

89¢ (1) Net earned premiums, plus pension X X
cantributions

%9d External expenditure on goads and X X

services, other than services provided by
reinsurers (totul of 86a and 86b)

Memo. item:

8Yf Adjustment itern, which converts net of X
reinsurance variables, merged and in totul, to
a gross of reinsurance basis,non-life insurance

B9g Adjustment itemn, which converts net of X
reinsurance variables, merged and in total,
to a gross of reinsurance basis, life insurance

[n some countries, the institutional unit which owns direct investments in other countries
and/or domestic subsidiaries will vover both life and non-life insurance activities {see

page 5); if so the appropriate subdivision between life and non-life insurance will retate to
the activity of the subsidiaries.
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263, Table 2 Variables and the statistical unit

Type of statistical unit
Type of variable Enterprise | Enterprise | Clusters Composite
level or of COmpinies;
only Institutionall enterprises Life -
unil with a and non-life:-
level (1) | combined _
staff (2) Distin- - Not
guishel 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 adided X E X
Murket share anel internationali- X - X
Fation
Accounting data
Production account (credits) and
Value of production X E X -
Production account (debits) and
other balanges X E(3) (4 X
Profit and loss account - income
from direct investments X 1E (4
Capital account - net change _
in fixed capital X [ (4)
Employment variables (5)
All | o X Ko X

1) When there is a choice, the entcrprise level is to be preferred: for instance. credits and
debits in the production account may be available at enterprise level, even if daty on
ownership and on income from direct investments are only available at the level of the
institutional unit,

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

(3 Where u single charge for services rendered is made tor an insurance/enterprise by the
service company which employs the combined staff, it should be possible to estitnate the
sub-division of that charge between the labour costs and the viher services received by he
insurance enterprise,

(4) No sub-division hitherto, but the eventual sub-division is envisiaged in both NACE/Rev. |
and the 1991 Accounting Directive.

(5) As regurds employment data, the reporting unit should be the enterprisc, u cluster of

cnterprises with a centralized staff or the institutional unit, in that order of preforence.
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ANNEX 1

ECONOMIC VARIABLES SPECIFIC TO OR ADAPTED

TO THE INSURANCE SECTOR
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>

ude: |

Name: Number of cnterprises (or other nnits)
Definition:

Enterprise. As in the General Framework.

Cluster of gnterprises A group of enterpriscs. not forming an institutional unit, which shares a
central staff.

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

- In order to be said to keep a complete set of accounls, a unit must keep accounting
records converning all its economic and financial transactions carried out during the
aveounting period, and also a balance sheet of assets and liahilities,

[n order to be said to cnjoy autonomy of decision in respect of its principal function, o
unit must be free to decide, within the institutional framework within which it finds
itself, how to use its own current, capital and (inancial resources.

[Source: ESA, 212

See Figure 1 {page 5), for the relationship between the enterprise and the institutionalt init,

Comments;

When some economic variables relate to "institutional units”, the number of these units should
also be given - see Table 2 on page 24. When employment variables relare 1o clusters of
enterprises with a central staff, the number of these should also be reported.

Nole;

The mstiastional unit consists of only resident units, and in this respect differs from the company
group, even when the group has only one principal function.
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Code: 3

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

Comments:

On the ussumption 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
reporting unit, more particularly when these are "enterprises”, but also if the "institutional unit”
has to be used as the reporting unit. Cross analyses of activity indicators with the designatory
indicators would then be possible.

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

Name: Leeal status of the enterprise.

This can he subdivided as follows:

i Enwrprise {owned by shareholders, excluding 2 and 3 below)

2 Unterprise owned or controlled by the state

3. Enterprise owned or controlled by a parent enterprise (see Codes 3d (i) and (i)
helow)

4. Branch office controlled by a non-resident parent company (see Codes 3d (i) and
(i1) Ixzlow)

5. Noa-profit making undertaking (e.g. mutual or provident association)

6. Association of underwriters {viz., Lloyd's of London)

7. A pension fund for a group.

The phrase "owned ar controlled” is used to indicate that the ‘parent’ organization can exert an
effective influence on the policy and activity of the ‘subsidiary’ organization; this iy a fairly wide
definition ol "control”,

Ownership of 50 % or more of the cquity capital is usually regarded us conferring control. When
less than 50 % of the equity capital is owned, there may still be effective vontrol. e.g. through
the power to appoint directors or through the existence of shares with priority voting rights (QJ
L 395 of 30 December 1989). If "golden shares” are held by a Government in order 1o have
power (o prevent a takeover of a domestic concern by a foreign concern, they should not be

regarded as conferring conmrol on the Government, unless in practice control is exercised in non-
takeover sitnations,

Thus control is the predominant criterion, and ownership is primarily an indicator of whether or
not contral exists. As a matler of practice, Member States may well wish ta usc the sume criteria
or guide-lines here 45 in their balance of paymenis statistics. The definition of control as tuken
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
subsidiarics, branches and affiliates.

Ta take conlrol as the predominant criterion is consistent with Atticle 3(b} of the Council
Regulation on Concentration which refers to "rights or contracts which confer a delermining
influence on the composition, deliberations or decisions of the organs of an enterprisc'.
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Code: 3d (i) & (i)
Further analysis for reporting units in categories 3 and 4 of Code 3d.
Code 3d(i}

The parent enterprise of the reporting unit is either:

1. Resident
2. Non-resident, located in an EC country

3 Non-resident, located in a non-EC couniry

Code 3d (ii)

"The primary activity of the reporting unit's parent enterprise is:
(W) An insurance undertaking

{h) A "monetary intermediary” (NACE/Rev. 1 6512)

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

(d) An enterprise which is specializes in "Security dealing activities” (NACE/Rev.| 6712)

(e) A non-financial enterprise
(f) Other (specity)

It may be necessary to combine categories (b), (c¢) 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 to the next link in the chuin,
provided that it is active in itself (or is the wortd-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 be classified to category (a) - not {b) - of Code 3d (ii) above. It is B

which would be classitied to category (b).



Code:3i

Name: Relations with subsidiuries and affiliates in which the reporting unit has 1 controlling
interest,

Comments:

The reparting unit is assumed to embrace resident branch offices. (Non-resident branch offices
are separate urits which, like non-resident subsidiaries, cause the reporting unit to be classified

toitems 4,5 & &),

l. None

I

Only resident, all insurance (NACE/Rev. 1 66,0)

3, Only resident, insurance and/or other (e.g. auxiliaries, NACE/Rev.! 67.2)
4, Resident and/ar non resident - only in EC countries

5. Resident and/or non resident - only in non-EC countries

0. Resident and/or non resident - in both EC and non-EC countries

Code: 3j

Name: Reinsurance activities of the enterprise

Camments:

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

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

If the unit has to be the institutional unit, the jtem 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-
cansolidate also the resideat subsidiaries specializing in reinsurance, for comparability with data
obtained at the level of the "enterprise” as the reporting unil.
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Code: 4a

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

CComments;

For insurance this may relate to enterprises, clusters of enterprises, or to institutional units,
according to the institutional framework and data collection practices in the varous Member
States. Sce Table 2 on page 24
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Code : dc

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 total of items

helow:

Definition

. Provision for unearned premiums

. Life insurance provision

. Claims outstanding

. Pravision for bonuses and rebates (unless

shown under 2.}

3. Other technival provisions (usually included
in the provision for unexpired risks*)

6. Technical provisions for life-insurance

policies where the investment risk is

borne by the policy holders

P s RS —

* 1l not, under uncamed premiums

Relerence to 1991
Accounting Directive

Article 25
Arricle 27
Article 28
Article 29

Arnicle 26

Article 31

Note: The equalisation provision (Article 30 is apparently not a technical provision proper, even
though in Article 34 it is 10 be included above the balunce on the technical account.

The following size-classes are proposed:

Upto  600.000
600000 upto  2.000.000
2.000.000 upto  5.000.000
5.000.000 upto  20.000.000
20,000,000 up to 50.000.000
50.000.000 upto  100L00.000
100.000.000 upto  200.000.000
200.000.000 wpto 100000000

LOO0.00G.000 Ceus or mare

ECU
ECU
ECU
ECU
ECU
ECU
ECU
ECU
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Code : dd
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 ¥1a)
Gross premiums written: reinsurances accepted - (Code 81b)

The following size-classes are proposed:

Upto  120.000 ECU
120.000 vpte  400.000 ECU
400.000 upte  1.OOOONG ECU
1.000.000 upto  4.000.000 ECU
4.000.000 upto  10.000.000 ECU
10.000.000 wpio  20.000.000 ECU
20.000.000 upto  40.000.000 ECU
40.009.000 upto  200.000.000 ECU

200.00¢,000 ECU or more
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Code: 6

Name: Variables relating ta market share and internationalization.

Definition:

Either "Part of praduction carried out by units under majority contrul by residents ax a
propartion of the tota] 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 subsidiarics established in the rest of
the world. :

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

Sales uf domestically Producing units Pruducing uniis
produced products: under majority control under majority control
by residen(s hy non-residents
To residents Aq Ao
To nen-residents (cxports) B1 B2
Total Al + B A2+ By
Importy C
Definition 1 A1+ By/fsumof (A + B +A;+By)
Definition 2 Ayfsum of (A + Aq+ 0

All this is difficult to apply to insurance. Firstly, murnover (gross written premiums) is a rather
inadequate proxy for the "Value of production”, Net written premiums are slightly better as a
proxy, but even so, the ratio of claims to preminms can vary widely according to the cluss of
business. Secondly, imports and exports of insurance services have usnally been confined,
hitherto, to reinsurance and "large" commercial risks. In other cases, in place of direct imports or
exports, production s conducted through subsidiaries or branches established in other COUTITIES,
when the return is in the form of profits.
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Annex 4 surveys the way in which international tnsurance business is conducted, in more detait.
As Tegards 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 4.
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.

The table on the fust two pages of Annex 4 gives a few clues as to how the ratios indicated above
might be compiled. As regards the definition 1, the Value of Production of resident insurers is
given by Code 21. The production of those units conwrolled by residents and non-residents
respectively could be obtained by cross-analysis with Codes 3(d) and 3d(i). As regards definition
2, if wrnover 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 ne information, except from other countries, on direct imports of insurance services,
ather thun re-insurance (Cude 13b),

However, when (within the EC) an insurance enterprise takes advantage of the new freedom,
under the 1992 Directive, 10 operate in another EC country (or countries} under the supervisory
rules appropriate to its 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 regurds 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 87a), 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(1),
2ar3)

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

Name: Ciross premiums written and pension contributions (furnover)

Definitiun;
The total of

Ciross premiums wriuen: direct insurance
Ciross premiums written: reinsurances accepted
Pensian contributions: schemes for individuals
Pension contributions: schemes for groups

Comments:

Sec Tables 1-3 in Annex 3.

Code 81a
Code 81b
Code 8¢
Code 81d
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Code: %a

Name: CGross premiums written and pension contributions {turnover), analysed by product
categories

Commenits;

The product catogories are those of the CPA at § digit level, which are defined in Annex 2.
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Code: 8b

Name: Intra-/exira-EC exports

Comments:

These witl mostly be direct insurance premiums written on large commercial risks (eg. ships,
uircraft or cargo used by non-residents) or reinsurances accepted from non-resident insurers. See
Annex 4, for a more detailed discussion of international trade in insurance services.
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Code: &(1)

Name: Outward reinsurance premiums, otherwise knawn as premiums ceded to reinsurers {part
of 13¢).

Definition:

Outward reinsurance premiums shull comprise all amounts paid and payable in respect of
outgoing reinsutance contracts entered inlo by the insurance undertaking. Porifolio entries
payable on the conclusion or umendment of outward reinsurance contracts shall be added;

portlolio withdrawals receivable must be deducted. |Source Article 36 of 1991 Accounting
Directive].

Comments -

In Annex 3, this itlem now appears in Table 3, which shows the production account net of

reingurance. In this table, ontward reinsurance premiums are the link between pross and net
WwrIitten premiurms.

In Tables 1 and 2 of Annex 3, outward reinsurance premiums are part of the reinsurers' share of
earned premiums, shuwn at item 7a of these tables (Code 89¢ (i)). The other part of Code 89¢ is

the reinsurers’ share of the change in the gross provision for unearned premiums (Codes 81g (i),
reinsutery’ share, and 81g, gross)

Code 8(i) forms part of Code 13¢ - see definition of that code.

Code: 3(ii)
Name: Net written premiums plus pensian contributions (8 less 8(i))
Definitiun:

Turnover (Gross premiums written and pension contributions (turnover))
Less

Work Subcontructed to third parties (outward reinsurance premiums, otherwise known as
premiums ceded to reinsurers {part of |3c).
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Code: Hc (i)

Name: Imports: premiums written veded to non-resident insurers

Definition;

Outward reinsurance premiums ceded to non-resident insurers

Comments:

See Annex 4, for a more detailed discussion of internutional trade in INSUFANCE Services.



4]

Cuomments:

The prices of insutance products temains 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 82/92/407-52/92/08 and S2/92/09 as presented during the
meeting of the task force of the working group "insurance services™ of 21/22 January 1992,
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Code: 10a

Name: Gross Wages and Salaries (part of 1(h

Comment :

r2

In the profit and loss account indicated in the 1991 Accounting Directive, labour costs
generally are not distinguished, being part of "administralive expenses” (Article 34, 1 7
andt 11 8) and of certain other items in Article 34. Another source wounld have 10 be used.
Plainly it is preferable that this source should obtain data at the individual reporting unit
level (enterprise or institutional unit} rather thun for the aggregate of the appropriate
NACE/Rev.| classes 66.01, 66.02, 66.03 and 67.20).

The obligatory social security contributions included in this Code should include
empioyers’ contributions to their own (group) pension schemes, even when these are self-
administered, that is, if the assets are not held by insurers, but are held either as book

reserves of the employer, or by trustees appointed to represent the interests of both the
employer and the employees,

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 Tubour costs
and the other services received by the insurance enterprise. The agpregate of labour costs
for the whole enterprise group will be unaffected by attribution of the vosts to the
companent enterprises. When a service company is employed by the insurance enterprise
which lies outside the same caterprise group, the labour costs will remain with that

service company, and the costs paid by the insurance enterprise will be allocated, in total,
to Clode 86b.,
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Code: 10b

Name: Empioyers' veluntary social security contributions and other labour cosis {part of 10)
Definitiun;

As 1n the General Framework.
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Lode: |3
Name: Purchases of Goods and Services

Definition:

The value of services received from reinsurers {reinsurance balance) - Code 13¢ on puye 45 -

plus external expenditure on goods and services, other than services provided by reinsurers -see
Code 8Yd tpage 77).

Comments:
For a discussion of the treatment of reinsurance, see paragraphs 855-8 on pages 15 and 17.

The treatment of amounts payable to service companies - part of Code 13 - is explained in the
comments o Codes 11 and 89d.
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Code: 3¢

Name: Valuc of services received from reinsurers {reinsurance balance)

Definition:

The net total of the reinsurers' share in all elements of the profit and loss account.

Cuminent;

—

The figure is to be shown in the nates to the accounts (Article 63 of the 1991 Accounting
directive, item [ 5 for non-life insurance, and 11 2 for life insurance).

[ ]

The main components ure those shown in Annex 3, tables 1 & 2, namely the reinsurers’
share of:

Gryss  Reinsurers’
Amyuni Share

- gross earned preminms {Code 89¢ 1) %9c 89¢ 1

- wross claims incurred (Code 84 1) 84 H4i

chuange in the gross life insurance provision ash #5b i
{Code 85b11)

- other components are listed in the definition to, and comments on, Codes 39
(non-life) and 8Y9g (life). For those components listed in the definition to these
Codes, the reinsurers' share is specified ; for the other components listed in the
comments, it is known only in total - as the balance leading up te Code 13c, but
the amount of these unspecified components is thought to be small.

3 Subject to the question of the benefit which the direct insurer receives indirectly from
investment income deriving from premiums ceded to reinsurers and invesied as part of
the latter's technical provisions, the reinsurance balance represents the value of the
reipsurers’ service to the direct insurer, whether the terms of his contracts with the
reinsurer are proportional ar non-proportional.
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Codes: 20 and 20a
Name: Gross value added at market prices and at factor cost,
Definition:

The value of preduction, gross of reinsurance {Code 21), less the value of services received from
reinsurers (Code 13¢), less commissions payable to agents (Code ¥64) less other external
expenditure on goods and services other than from reinsurers {Code ¥6b), less {in the case of
gross value added at factor cost) duties and tuxes other than VAT (less subsidies).

Comments:

See Table | and 2 in Annex 3, on pages 86-89.

These Codes can also be defined using the value of production, net of reinsurance {Code 21a), in
place of Codes 21 and 13¢. See Table 3 in Annex 3, on pages 90-81.

The "duties and taxes other than VAT" exclude taxes or charges levied with premiums, which
are deducted from "gross premiums written” (Code Bla, see definition of that Cade), in
conformity with the definitions used in the 1991 Accounting Directive, the 1989 Council
Regulution on Concentration, and the OECD Insurance Cornmittee. This does mean, it can be
argued, that Code 20 is not in this respect at market prices: Code 20a ar factor cost is unaffected.
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Codes: 21 & 21a
Definitivn:

Code
Non-life Life

Giross earned premiums plus pension contribations H¥9c BUC
plus  Gross portfolio investment income 82a 82a
plus  Commussions and profit participations received 83a 832
plus  Other technical income (net) #3bii 43bii
plus  Other operating revenue Ble & d fdc & d
less  Gross claims incurred %4 34
plus  Capital gains {net) credited to the technical account -~ 354
less  Change in life insurance provision -- ¥5b
less  Increase in other technical provisions (net) (decrease+) #5¢cii H5¢ il
+/- Adjustrent tkem $of K9y
Equals Value of preduction, gross of reinsurance 21 21
less  Value of services received from reinsurers
(reinsurance balance) 13c 13¢
Equals Value of production, net of reinsurance (7) 2la 21a
Comments;
L. See Annex 3, Tables 1 & 2. For a comparative statement of the characteristics of Codes 21

and 21a, see paragraph 7 below,

2, These are derived variables. The second definition (net of reinsurance) 15 consistent with
that of the "Vulue of production” in the "General Framework" - services reccived from
reinsurers are analogous to purchases of a sub-contractor's services.

Insurance has a special feature : it consists of two elements - the spreading, or transfer af
risks, and the incurrence of the costs (including profit} of providing the service. The first
¢lement - that of mansferring risky - is of course germane to the service, but the value of
the service is generally regarded us what it costs (including prefit) to provide. The claims
incurred - ic. the value of the risks transferred - are therefore deducted from premivms in
valuing the generation of the service in the national acconnts and - for further consistency
with the recent change in the national accounts definition - the value generated also
includes gross portfolio investment income on technical provisions. These are in etfect
regarded as an amount made availabte by the policy holders collectively, in lieu of a
supplement to premiwms.

f7) When claims management costs are re-allocated from “cligims ncurred” (0 "extgimal expenditne. on goon =
services”, Code 21a remains eross of the reinsurers share of these cosis, S oommrais o e N8 il ~da
anid on paee (1,
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{a}

(b)
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P dedwction of claims tncurred in evalvating the generation of the service is quite
consistent with the practice of the insurance industry in statistics which they publish. Note,
however, that the terms "underwriting result” or "profit/lass on underwriting”. as used by
the insurance industry in statistics for non-life insurance, may differ in two respects from
the "Value of production”: firstly, the term "underwriting result” does not include the
investment income on fechnical 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 an Code 84,

Note that some operating revenue, viz. Codes 83¢ and 83d, does nat arise as the direct
result of underwriting risks for policy-halders or of reinsuring these risks. To this extent
the "Valoe of Production” is wider then the "Value of insurance services provided” as this
is understaed in the national accounts (sometimies known as the 'service charge’). In the
national accounts the services referred to are understoad 1o be entirely underwriting
services, so that the routeing of their value counterparty transactors is on the basis that they
are all palicy-holders (see ESA 452, on "net accident insurance premiums™).

Following is a comparison of the characteristics of Code 21, in comparison Lo those of
Code 21a:

Grass of reinsurance (1) Vuriables align best with Article 63 of the
{Code 21 Accounting Directive and with Article 44 of the third
Dhrective,

(ii) Facilitates reconciliation with the nationa! accounts
busis (see paragraph 858 (i) on page 16).

(i)  Avoids presentational difficulty when reinsurance
services are imported or exported (see para 858 (i)

(iv)  Facilitates eventual compilation of regional estimatcs
of economic activity.

(v) Better aligned to an analysis by product.

Net of reinsurance (1) Despite Article 63 of the Accounting Directive, in

(Code 21a} Article 34 the balances ate shown net of reinsurance,
hence Code 21a is closer to the "balance on the
technical account”.

(i) In the General Framework, Code 21 is defined net of
sub-contracted services. Flowever, in  insurance
subcontracting  has special characteristics - for
instance, in ather industries sub-contracting across
national boundaries is less common than  in
insurance.
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c.

ode: 31

Name: Gross operating surplus

Definition:

The gross operating surplus thus measures:
Gross value added at factor cost (sec comments on Code 20)
Less Labour costs (Code 10)
= Gross operating sarplus (Code 31)

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

[Source : bused on ESA, p.200]

Comments:

The gross operating surplus measures the result of production (loss or gain) during the reference
pericd,
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Code: 8la

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

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

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

() 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;

(iv)  inthe case of co-insurance, the undertaking's portion of total premiums;

(v} reinsurance  premiums due from ceding and vetroceding insurance undertakings.
including portfalia entries,

after deduction of;
portfolio withdrawals credited to ceding and retroceding insurance undertakings, and
- cancellations,

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

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

Comments:

The deduction of premium taxes, charges, levies etc (see definitions above) is consistent with the
Council Regulation of Concentration (QJ L 395 on 30 December 1989).

The definition taken from the 1991 Accounting Directive is consistent with (hat used by the
OECD Insurance Committee, which is as follows:

"Gross premiums are total premiums, excluding any premium taxes or other charges, but
before deduction of commission or reinsusance outwards”, [Source: Note 3 o OECD,
Insurance Committee questionnaire, AS(R9) 4, 17th January 1990]

In the case of non-life insurance, rebates (pant of item [(6) of article 34 of the 199} Accounting
Directive) should be deducted and if rebates cannot be distinguished from bonuses (the other
patt of the same item), the wtal should be deducted.



531

Cude: 81b
Name: Grass premiuins written: reinsurances aceepled (part ot 8)
Definition:

Reimsurances accepted are reinsurance premiums written in respect of business acquired from
ceding insurance comnpanies.

Cumments:

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

tn the 1991 Accounting Directive, reinsurances accepted are distinguished only if they are more
than 10% of total gross premiums written, but in this Manual it is preferable to distinguish them
whatever their size, as in the practice in the statistics collected by OECD Insurance Committee.

-

ode: ¥lc

Name: Pension contributions: schemes for individuals (part of &)

Definition:

Single or regular contributions received by pension schemes classified to NACE/Rev.] 66.02
(Pension Yunding), or by life insurance enterprises (66.01) in respect of their secondary activity,

whenever the assets of the fund are held in the names of individuals in their capacity as
peneficiaries of the fund.

{_omments:

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
vontributions received should include any employer contributions.

Since most such schemes hold their assets with a financial intermediary in the form of claims on
a unitized fund, care should be taken to avoid double counting with direct insurance premiums
{Code &1a), when the intenmediary is un insurance company. The intermediary may however be
an insurance type subsidiary set up by a unit trust (SICAV); or even a fund run by a bank or a
stockbroker. with separate reinsurance of early death risks.

For enterprises classificd 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 337 to 83%),
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Code: %1d

Name: Pension contributions: schemes for groups (part of 8)

Definition:

Single or regular contributions received by pension schemes classified 1o NACE/Rev. 1 66,02
{Pension Funding), ot 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 us beneficiaries of the fund, but are held for the benefit of a group of cmployees,
or ol professional persons who work on their own account.

Commenis:

The contributions received should be the total of employer and employee contributions. Funded
pension schemes for graups of employees may be "money purchase” {where pension benefits are
related to the assets in the fund) or "final salary” (where pension benefits arc related (o the
period of contribution and near-final or revalued average salary). Contributions to both types of
fund shouid be included in this Code and the two types need not be distinguished. (As regards
Code 8a, they are distinguished at 6-digit level in the CPA).

Funded pension schemes for groups may invest their assets in the form of:
{a) insurance policies,

(b) claims on a unitized fund managed by a financial intermediary (insurance ENETPTise or
other),

() assets held in the nume of the employer or of "Trustees”, appointed to look after the
interests of employees, and administered by the employer or "Trustees” {"Self-
adminisiered funds™,

{d) the general assets of the employer's business, with matching liabilities to the pension
tund ("book reserves”).

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

Sinrg.e insurance companies are active in pension business {types (&) and ()}, it is imporant
avold double counting between this Cede and Cade §1a.

Far enterprises classified to NACE/Rev.1 (66.01) the distinction between direct life Insurance
premiums and pension contributions should be bascd on the nature of the vontracts with the
assured/beneficiaries - see paragraphs 83% and 847.
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Code: ¥le

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 those involving single
premiums is generally understood in the insurance industry. With petiodic premium policies, the
benefit obtained or the risk underwritten requires the payment of more than one premium,
wsually annually.

Cuminents:

Periodic premiums may vary from year to year and some pension contracts for the self employed
aflow the premium amount to be varied at the choeice of the policy holder. The distinction is
provided for in Article 63 [, 1 b of the 1991 Accounting Directive.

Code: 817

Name: Gross life-insurance premiums written, single premiums
Definition:

The difference between policies involving regular premiums and those involving single
premums 15 generally understood in the insurance industry. With single premium policies, a

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

Comments:

Single premium policies are usually life policies, the benefit being secured on or during survival
for u defined period: on survival or an earlier deuth; or on death only. Annuities - the receipt of
an income during survival in exchange for a 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 survival for a fixed periad or cn earlier death - are also common. The distinction is
provided for in Article 63 II, 1 b of the 1991 Accounting Directive.
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Code: 81g
Name: Change in provision for unearned premiums (gross of Teinsurance)

Definition:

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

Comments:

Pre-payments of premiums arise because most insurance contracts are annual contracts on which
the annual premium is payable in advance. Individual contracts are for a whaole spectrum of 12-
maonth periods, 30 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 oceur after the

msurancg undertaking's accounting date but before the next renewal date of the individual
%8? B g
confravt, "

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

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

Further analyses which is possible

Non-life¢ insurance only

“ode Definition Reference to Art.3d of 1991
A ting Directive

Rlgi Change in the provision for I, 1{d)
unearned premiums, reinsurers’
share {+/-}

81g ii Change in the provision
of uncarned premiums IT{) T, 01 ()

(net arnounts) (+/)

In the case of life insurance, the change in provision for unearned premiums is only shown net of
reinsurance in the 1991 Accounting Directive (Art.34, T 1 {c)), but for this Manual it is
preferable to make an estimate of the amount gross of reinsurance. The estimate can be based on
the yross premiums written and ceded, and on the net vhange in the provision for unearned
premiums. By making such on estimate, the cstimated gross amount of premiums carned can be
derived, in the same way as far non-life insurance, so that the analysis of the main vomponents

f_rf the reinsurance balance (Code 13¢) hecomes the same for Life msurance as tor non-life
INSUTUITCE,

See Tables 1 and 2 in Annex 3.

(K} See Ariicles 24,25 and 26 in the 1991 Accounting Directive.
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Code: 824

Name: Gross portfolio investrnent income on technical provisions (including all portfolio
invesiment incame of pension funds)

Definition:

Portfolio investment income - see Code 82b

Units uppropriate to NACE/Rev.1 66.01 - technical provisions: see Code 4c.

Pension funds are ull the units appropriate to NACE/Rev.1 66,02, whose main activity is pension
funding. In the case of pension funds, all income arising from the investment should he regarded

as portfolio investment income.

"Gross™ means before deducting investment management charges,

Coumments:

See Annex 3, for a description of the methodology for separating portfolio investment incame
on technical provisions from other portfolio investment income.

Code: 82b
Name: Other gross portfolio investment income

Definition:
Partfolio investment income is income on all assets other thun:
[ Direct investment assets - see Codes 87a and 87b

2 Fixed assets used for administration or underwriting {eg. offices, plant and office
machinery).

Commentis:

Portfolio investment income is not confined to income on financial assets (bonds, shares etc.). it
includes income on land and huildings (real property) h?bng as a portfalio investment, ie. other
than for the purposes of administration or underwriting.'”” It 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 etc.).

"Gross” means before deducting investment management charges .

Fuar the treatment of interest paid on deposits received from reinsurers - see (ii) on page 96. In
essence, the assets, from which portfolio investment income is derived, are regarded as being net
of these particular liabilities. Therefore it i8 the income, net in this narrow sense, which is
divided between that arising on the investment of technical provisions (liabilities to policy-
holders) and that arising on the investment of ather reserves.

) In this respect the definitinn 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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Code: 83

Name: Commssions received and profit participation received.

Definition;

Commissions received from reinsurers and others; participations in the profit of reinsurers, other
insurers and selling agents.

Comments:

Commissions are often received by insurers from reinsurers. In the 1991 Accounnting Directive,
they are treated as a deduciion from net operating expenses (I 7(d) and I1I ¥(d)) but in this
Manual they are treated as operating revenue, "Profit participations™ are also included.

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

Cude Definition Reference Article 34
of 1991 Accounting Directive
83a Reinsurance commissions and profit 1
participation received:other }
} within T 7{(d) and 1T 8(d)
A3y (aa) Reinsurance commissions and profit }
participation received from non-residents |}
(exparts) )

Neot distinguished

The distinction would improve information an resident/non-resident transactions.
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Code: 83b (i)
Mame: Other technical income (net of reinsurance)

Definition: Items 13 (non-lite) and 11 4 (life) in the 1991 Accounting Directive,

Code: #3¢
Name: Amounts reccivable from affiliates for services rendered

Definition:

These are amounts charge for headquarters or other services which the reporting enterprise has
performed for other affiliated enterprises (parent, daughter or sister). Unlike dividends and
undistributed profits, they are amounts appropriate to the operating accounts of the relevant
enterprise {for the reporting enterprise, a credit; for the affiliated enterprise a debit). When the
affiliated enterprise is non-resident, these amounts should be included in the "services” section
of the balance of payments ; the information is usually collected as part of the complex of
statistics on international direct investment.

In the 1991 Accounting Directive, these amounts are probably included in the non-technival

account ("other income”, III 7). They do not appear appropriate to the "investment income”
headings.

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

Code: 83c (aa) Amounts receivable from non-resident affiliates {exports)
83c (bb) Amounts receivable from resident affiliates



Code: 83d

Name: Osher operating revenue

Definition;

Revenue from ancillary (non-insurance) operations which are not conducted by separate
enterprises and are not appropriate to other headings.

Comments:

Certain operating revenue ancillary to underwriting proper will be included in other headings, for
instince reinsurance cemrnissions received (Code 83a) and amounts chargeable to affiliates for
services rendered (Code R3c). The other ancillary activities might include the provision of
computer services to 4 reluted insurance enterprise, the operation of real estate agencies
[ancillary to lending to policy-holders secured by mortgages), or the operation of consumer
wredit (lending to policy holders who opt to pay an annual premium by monthly instalments). If
these activities are conducted by separate enterprises (affiliated undertakings or participating
interests), the income derived from them is non-portfolio investment income (Codes §7a and
¥7b); but if the activities are conducted directly by the reporting enterprise, the operating revenue
which they generate should be included here.

In the 1991 Accounting Directive, such revenue from ancillary activities not conducted by
separate enterpriscs is probably part of item T 7 {other/non-technical income), in Article 34.



59

Code: 54

Name; Claims incurred, gross of reinsurance

ay Before adjusiment for claims manarement cosis.

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 shatl include annuities, swirenders, entries and withdrawals of loss provisions to
and from ceding insurance undertukings and reinsurers, external and internal 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 meaniny of Article 60 (1)
(%) and (2} (a). [Source: Art.A8 para. | of the 1991 Accounting Directive]

In Ariicle 34 of the 1991 Accounting Direclive, part (a) of this code is the sum of Ilems T 4 (a) (aa) and 1 4
(h) {aa) for non-lifc insurance, and the sum of items I 5 (a} (aa) and I1 5 (b) {aa) for life insurance.

b After adiustment for claims management Cosits

To make this adjustment, the estimated amount of claims management costs should be deducted
and re-allocated to Code 86b (see paragraph 5 of comments below):

Comments:

1. Article 39 of the 1991 Accounting Directive makes it clear that claims management costs
- both external and internal - are included in “claims incurred”. They are also included in
claims paid (Code 84a) as and when they are paid. In principle, these should not be
deducted from the Value of production of the insurance sector (Code 21), but should be
treated as a cost of production, ie., as part of Codes (86b, for the external costs, and 10,
for the internal costs. This becomes clear when one considers the counter-party 1o the
transactions - claims receivable by insured persons are transfers, but the amounts
receivable from insurers by loss adjusters, salvors etc are part of their output and should
therefore be treated as part of the intermediate costs of the insurers.

[ =3

It is recommended that, it possible, an estimated deduction for claims manugement costs
should be made, based (when precise information is not already available) on occasional
enguiries to insurance enterprises about the proportion of claims munagement costs. on
average, to gross claims incurred. Generally speaking, claims management costs are
significant for most classes of non-life insurance, but not for life insurance. The gross

claims incurred will be analysed by product classes of direct non-life insurance (Article
63 of the 1991 Accounting Directive).

3. The estimated deduction should include any element of claims management costs which

is Tecoverable from reinsurers. In this way, what is left in Code 84 is the gross amount of
claims transferable to policy-holders.
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On the gross of reinsurance basis, the element of claims management costs which is
recoverable trom reinsurers will be treated as part of the insurer's costs of aperation
(Codes 86b and possibly 10), in the same way as the element of the costs not recoverable
fram reingurers. (It is thought that usually only external claims management costs are

recoverable from reinsurers). The refund from reinsurers will appear us part of the
reinsurance balance {Code 13¢).

The reason for allocating the gross claims management costs entirely to Code R6h
{external expenditure on good and services other than commissions), rather than in past to
Code 10 (labour costs), is that any sowrce used for Code 10, indlependently of the
Accounting Directive, will already include the labour costs devoted internally to the
management of claims. Thus, it is correct to add gross claims management costs 1o the
total of the following item in Article 34: "administrative expenses”, "aequisition costs' &
“investment management charges”, and then o sub-divide the resulting total between
labour costs (Code 10) and external expenditure on goods and services {Code %60 und
#hb); but not to sub-divide an umount excluding claims management costs batween
labour costs (which include the internal element of these ¢osts) and a balanving tigure.
See the camments on Code 86b.

The additional note which follows gives a illustration of the treatment of claims

mandgement costs, bath for the gross of reinsurance basis and for the ner of reinsurance
basis.

Eurther analysis which is possible {for definition (a) only).

Cuode

R i

841

Definition Reference to Article 34 of the
1991 Accounting Divective

Non-life Life
Claims incurred, reinsurers' share [4(a)(bb) & {15¢a) (bb}&
14 (b} (bb) 115 (h) {hb)

Claims incurred, net of Sub-total,Codes Sub-total,Codes
reinsurance 84 & B4 i 44 & &4y
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Additional Note ta Cornmants on Code B4 {heading (b))

Mustration of the treatmaent of clalms management costs

Premiums
Claima:

transfer elemant
¢osls slerment

Production accounts (part)

(a) Net of ralnsurance

Net premioms
MNet claims:

Transier element
Costs elemant

Value of praduction (nst of
all reinsurance)  #
Adjustment : addilion to
external & internal costs
{debits)

(b) Gross of relnsurance
Gross premiums

Gross claims:

Transfar alament
Costs alement

Code 21: Value of Preduction
{gross of relasurance)

Code 13c: Reinsurance
Balance

Cede 21a; Value of Production
{nst of reinsurance, othar than
the reinsurer's share of costs)
Adjustement: additian to costs:

borne by relnsurers (external}

borna by the dirgct insurer
(extarnal & internal)

Reinsurars' Nat v Reinsurance
shara balanca:
-60 +90
-60
+40 -45 +40
+5 -15 +5
-15
Reclassification, to
Before casts sida of the After
Adjustment  accounts, of tlaims Adjustment
management costs
+30 - +80
-45 -45
-15 +15
-60 +15 -45
+30 +15 +45
— -15 -15
+150 - +150
-B5 -85
-20 +20
----- -105 +20 -85
+45 +20 +65
-5 -15
+30 +20 +50
- -5 -5
-20
-15 -15

# Not included in this Manual, ses Coda 212 in part (B) of this Annex,
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Code: 84a
Name: Claims paid, gross amount

Definition:

o) Before adiustment for claims manggement costs

See Article 34 of the 1991 Accounting Directive, items I 4 {a) (aa) and I 3 (a) (au).

b) After adiustment for claims mandagement costs

The estimated ¢laims management costs should be deducted.

Comments:

See comment on Code 84 tegarding the payment of claims settlement expenses to loss adjuslers
etc, which are included in this item in Article 34 of the 1991 Accounting Directive. The
deduction for claims management costs should include any element recoverable from reinsurers,
it will probably suffice to estimate it using the same average proportions as for Code ¥4 (claims
incorred).

Code: 84b
Name: Claims paid as pensions and annuities (part of $4u)

Definition:

Amaunty paid by life companies and from pension schemes as annual sums, rather than as
cupital sums,

Comments;

Capital sums ("Lump sums") paid by pension schemes when a person retires ave included in
Code Rdc.

-

~ode: Rdc

Name: Other claims paid (part of 84a)
Definition:
Claims paid, othcr than those included in Code 84b.

Comments:

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

honusex; if thix part cannot be identified, the totul of 1 6 should be allocated to Code K1 {rebates
to premiums).
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Code: 844 (1)

Name: Claims paid: amounts recoverable from reinsurers (part of 84a)

Definition:

See Ardcle 34 of the 1991 Accounting Directive, items [ 4 (a) (bb) and 11 5 {a} (bb), where the
item is called the “reinsurers share”. The item can be feft on the definition (a) bhasis that is
before adjustment for claims management costs.

Cuode: 8de
Name: Change in provision for claims (gross of reinsurance)
Definition:

a) Before adjustment for claims management costs

See Article 34, items [ 4 (b) (aa) and 1 5 (h) {aa). Article 2% defines the provision for claims
cutstanding 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 ¢laims".

b} After adjustment for claims manggement costs
By comparison between Codes 84 and 84a, on the definition {b) basis.
Comments:

These are technical provisions - see Code 4¢.

(life and non-life insurance), on the definition (a) basts.

Code Definition Reference to Article 34 of
the 1991 Accounting Directive
Bde (1) Reinsurers' share I4b (bb) + LI 5b {(bb)

Bde (ii) Met amounts Sub-totaly
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Code: 85a

Name: Capital gains (net of losses), 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 Directive:

Description 1991 Accounting Directive

Article 34

[, Investment income, value re-adjustments on investments 11 2{¢)

2. Investment income, gains on the realization of investments 11 2(d)

3. Unrealized gains on investments m3

4. Investment charges, value adjustments on investments [ %b)

5. Investment charges, losses on the realization of investments 1 9(¢)

6. Unrealized losses on investments 110

Comment:

There 1s a detailed discussion in Annex 3. The implication of Articles 42 and 44 of the 1991
Accounting Directive is that itemns 1T 2(c) and (d) and T %b) and () will comprise all changes in
balance sheet values, whereas items T 3 and 10 will, depending on the rules adopted by Member
States, include either all, or part, or none of the balance sheet changes. Whilst there can be no
precision, the implication is thut the changes carried into the profit and loss account are mostly
offset as charges in the life insurance provision {Code 85b), or in claims on life insurance
policies (Code #4); 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 {itern LI 12), or are allowed to carry through to the technical result ("balance on the
technical account life insurance business"), which feeds through to the profit or loss for the
financial year, and hence o changes in "capital and reserves” in the balance sheet.

These problems are not avoided by starting with a figure of profits (gross aperating surplus) and
working upwards, unless it is evident that the starting figure of profits excludes all capital gains.
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Code : 85b
Name: Change in life insurance provision, gross of reinsurance

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

1991 Accounting Directive

Article 6
1. Life insurance provision, gross of reinsurance C24{a)
2. Provision for bonuses and rebates gross of Cdi
reinsurance, life insurance only;
3. Variation in the fund for future appropriations,
life insurance only (sce Article 22); Ba
Article 34
4. Bonuses and rebates paid, net of reinsurance, n7

life insurance only
Comment:

Changes in the fund for future appropriations (life insurance) may eventually finish up as part of
capital and reserves, rather than as part ui the technical provisions. but most are likely to be
appropriate tu 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 preminms) included in the same heading; sonie
bonuses may be paid directly to insured persons, when Code 84 would be appropriate, but
possibly the mujority are reflected in technical provisions. The description in Article 39 of the
L991 Accounting Directive suggests that this is a mansitional heading, showing the route by
which amounts are allocated to individual policy holders rather than the reserves held for policy
holders generally.

Pmlﬂinﬁ;lu example: Yearl Yeaw2 Yeurd
1. Allncations into fund for fature appropristions +G} +100 149
2. Atlacations out of fund for future appropriations

from the previous year - policy helders (change in life insurance pravision} 0 -81 40
3. -t shareholders U 9 -10
1. Tostal a =0 By
% Net change in fund for futurs %0 #10 I

appropriatians {Article 6, Ba)

The allocation of the net change in the fund to policy holders antivipates, for the mest part, the fulure allocation as pant ol the hite
INEUTAICY PIOVIRION.
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Further analysis which ig possible (life insurance only).

Code Definition Article 34, 1991
Accounting Directive

#5b () Reinsurers' share 11 b(a) {bb)

#5b (ii) Net amounts 1§ b Sub-iotal, LI 7

Any variation in the fund for future appropriations, allocated to this Code. can be treated as part
of both gross amounts and net amounts.
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Code: 83¢ ii

Name: Change in other technical provisions {net of reinsurance) and in the cqualisation
pravision

Definition;

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

1991 Accounting Directive, Article 6
Non-life insurance Life insurance

Equalisation provision C5 -
Other provisions (including C6h 6
provision for unexpired risks)

3. Fund for future appropriations, non-life anly

(See Art.22) Bu*

g —
. f

Comments:

In Article 34 of the 1991 Accounting Directive, the items appear as 19, 15 or [1 6 (b), and 11 12a.
Tl 12a toutes the total of the variation in the fund for future appropriations back to the non-
technical account. In this Manual, the life insurance element (which is the major part or possibly
the whale) is treated as part of the change in the life assurance provision {(see Code 85h).

* Nate: It may be that this itern occurs only in life insurance (see Article 22 ol the 1991 Accounting
Direclive); in Article 34 it is treated as an item in the life technical account (3 123),
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Code: 86
Name: Commissions payable to agents (part of 89d)

Definition:

"Commissions shall comprise all amounts paid or payable for the conclusion of insurance
contracts which constitute a fee paid, otherwise than by virtue of a contract of employment, for
services rendered in Tespect of business introduced to the insurance undertaking, They include
armounts paid to agents and brokers but exclude amounts paid to employees (such as memburs of
the direct sules force) acting in the ordinary course of their service to the undertaking”. This
definition, which was contained in the proposals stage of the 1991 Accounting Directive, can be
taken to apply to the amounts specified in Article 64.

Comments:

In Article 34 of the 1991 Accounting Directive, Commissions on new business are part of
"acquisition costs™; renewal commissions are part of “administrative expenses”.

Sec ulso Article 64 of this Directive, which requircs that the Notes to the Accounts should
specify the total of acquisition, renewal, collection and portfolio management commissions. {For
composite insurance enterprises, NACE/70 821, the split of this figure between life business and
non-life business would have to be estimated).
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_ode: Keb

1

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

Comment;

aj In terms of the 1491 Accounting Directive, the amount is equivalent to the net total of
the following sub-items:

1991 Accounting Directive

Article 34
Non-life Life Comment
l. Acquisition costs and change in deferred I7(a}+(b) 118(a) +(b) -
acquisition costs
2. Administrative expenses 17(c) I1 8{¢) (d)
3. Investment managernent charges,
not including interest 01 5(a) adj 11 9(a) ad] -
4. Plus, for preference, an estimate of separate  separate (e) {f}
¢laims management costs gross of reinsurance estimate  estinate
(see comments on Code 84 and page 59)
5. Other charges, not including valvation IIT8adj 1URKadj (b
adjustments in so far as these relate to
investments but including other valuation
adjustments
6. Less Depreciation on fixed assets which separate  separate (&)
are for own use estimate  estirnate
7. Total of above sub-items ————— e fe)
8.  Less Labonr costs Codes 11+12 Codes 11+12 (©)
9. Less commissions payable to agents Code 86a  Code 86a .

10. Balance = other external expenditure on goods Code 86b  Code 86b ()
and services

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

on the value of the liabilities, as shown in the balance sheet (see note on investment income in
Annex 3, pages 96-97).
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d)

e}

£)

g)
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Any adjustments to sub-item 5, 1o exclude valuation adjustments on investments (which
are included in I 8), could only be based on independent information,

There are two situations to 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 enterprisc gronp, the total payment made to it should be allocated to this Code.

Payments made to affiliates for services provided by them should be included in thix
Code,

It should be noted that sub-item 7 (the tota! of costs, items 1-6) needs to include item 4

(extinated claims management costs) before it can be subdivided into sub-iteins 8, Y and
14),

The balance (sub-item 10) includes any element of claims management costs which is
receivable from reinsurers, if that element is also included in sub-itern 4.

Caode 31 {gross operating surplus) includes the cost of capital usage of fixed assets used
for operations (depreciation), but in the Accounting Directive "administrative expenses”
include depreciation provisions in respect of office furniture and equipment (Article 41).
It possible, therefore, an estimate of this depreciation should be excluded from Code 86b.
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)

ode: 874

Name: Profits receivable from direct investments in other countries

Delinition:

As in the IMF Balance of Payments Manual; paragraphs 295, 408-418. The underlying concept
is that the purpose of the investiment 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" refers to both branches and subsidiaries located in other countries.
The profits include undistributed profits as well as those distributed.

Comments:

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” country. The effect of the common market may weli be to
enable more of it to 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 Directives. It is suggested therefore that the profits of
business conducted through non-resident subsidiates and branch offices are needed, as a special
variahle. It is also suggested that this variable should be split between EC and non-EC countries,
as with direct exparts (Code 8h). 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, und includes the undistributed portion of the
profils as well as the distributed one.

See Annex 4, for a more detailed discussion of international trade in insurance services,

[n Article 34 of the 1991 Accounting Directive, the corresponding item - in so far as the figures
relate to non-resident affiliates - iz "income from affiliated undertakings”, which is to be
indicated separately within the two items "income from participating inferests” and "income
from other investments". There are two points at which these accounting figures 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 furnover and costs of a4 branch office set up in an another country ure
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 mrnover and costs of branch offices located in
other countries.
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2. If the term "affiliuted undertaking” in Article 34 refers to undertakings in which the
parent underraking has a controlling interest, or sofficient interest to exert effective
control, the definition is parallel to that in the balance of payments. lncome received
from undertakings in which the parent undertaking has an investment, bul not one

affording it effective control, should be treated like other income from portfolic
investments.

It seems unlikely that these two elements of possible difference will have 4 major impact on the
variable, if the source used for it are the figures in the annual accounts of insurance
undertakings. But evidently consistency should be scught with the balance of payments figurcs
if any different source, such as special enquiries, are used for these.

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 bath subsidiaries and branch
offices lacated in other countries. There would then be a difference arising from the use of a
different unit: the group, rather thun the enterprise. It is important 1o note that the 1991
Accounting Directive applies to the "annual accounts and consolidated accounts® of insurance
undertakings. Before it is possible to prepare consolidated accounts lor a group of enterprises,
full accounts huve to prepared for all the constituent enterprises forming the group. Thus i1

shauld be possible to obtain the data, even if not puhlished, relating to the constituent
Enterprises,

When the enterprise is taken as the unit of observation, only dividends Ppaid by subsidiuries are
likely to be shown in the accounts of the parent enterprise, which is likely to be one designated
as 4 holding company. [n this particular case, "profits” would have 0 be replaced by
"dividends”. If any analysis of internationalization is desired, this would not he very informative
(see Code ).

When the institutional unit (including only resident components) is faken as the unit of
abservation, the figures available for non-resident subsidiaries are likely to be their profits, bath
distributed and undisteibuted. This is 2 much more informative varable,
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Code: 87b {doubtful item)

Name: Profits receivable from domestic 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 graup of enterprises is taken as the
reporting unit {ie. taking figures before consclidation). 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 conceniration in the industry, by identifying those enterprises which are nat
singletons and are not themselves subsidiaries of a domestic parent company (see Codes 3d, i
and |} and aggregating the reporting unit's gross trading surplus and that of its domestic and
(possibiy) non-resident subsidiaries. Such an analysis could equally well be done in terms of
premiums.

Cuode: 7¢ (doubtful item}

Name: Total profits available for distribution (before taxes on income).

Definition: The iotal of Codes 87a and 87b.
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Code: §8b

Name: Net change in fixed capital (sum of Codes 16, 17 and 1§)

Definition:

Tangible investments
Less

Disposals of fixed assets
plus

Leasing used by the units

Comments;

"l'ixed asscts”" means physical assets used by an insurance undertaking for its own activities. In
the 1991 Accounting Directive, the relevant items on the assets side of the balance sheet are C1
{part)."Land and buildings occupied by an insurance undertaking for its own activitics”, and F1
“langible asscts and stocks, other thun land and buildings...". Other investments can be called
portfolio investments (from which portfolio investment income, Code 82, derives) or
investiments in affiliated undertakings and participating interests. Changes in these investments
are not part of Code 88b. Depreciation on tangible investments is shown in the 1991 Accounting
Directive as part of "administrative expenses”. See comment (g) on Code 3Gb : in Article 41 of
the Accounting Directive it is described as "depreciation in respect of office fumiture and
equipment",

Leased assets used by insurance undertakings are also tan gible investments {C1 or FI). not other
kinds of investments.
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Code: 39b

Name: Net written premiums : exports (Code 8b less Code Bo 1)
Definition:

[ntra-extra-EC exports
Less

Imports : premiums ceded te non-resident insurers

COIMIMen

The intra-extra - EC exports {Code 8b) are of gross written premiums and pension contributions
n respect of contracts with non-residents. The premiums ceded to non-resident insurers (Code
#¢ 1) will be in respect of insurance contracts with both residents and non-residents, but the

balunce between these two elements does show how turnaver, after ullowing for sub—contracting,
affects the farcign cxchange position.
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Code: ¥9¢

Name: Giross premiums earned plus pension contributions {Code 8 plus or minus Code 8lg),

Definitiun;

Gross written premiurns plus pension contributions.
Plug

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

an increase in the provision for uncarned premiums (gross of reinsurance)

Comment:

See Comment on Code 81g:"further analysis which is possible”. It is proposed (o estimate the
gross amount of premiums earned, in the cuse of life insurance, even though not all COMpenents
of this figure are specified in the 1991 Accounting Directive.

Further analysis which is passible

Code Definition
LTV Earned premiums, reinsurers’ share (Code 8i +- Code 81g 1)
8Y¢ ii

Net earned premiums plus pension contributions (Code 8 ii+/- Cade 81¢ ii)
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Code: R9d

Name: External expendiwre on goods and services, other thun services provided by reinsurers
Befinition:
The total of Codes 864 and ¥6b

Comments:

This total consists of purchases of goods and services, less subcontracting work from third
parties. The components of this total are: commissions payable to agents, rent charpeable and
other administrative expenses {other than labour costs) and ather external current expenditure on
goods and services (claims management costs, acquisition costs other than commissions, and
investment management charges).

For the treatment of amounts payable to service companies, see comment (¢) to Code 86b (page
69,
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Code:¥9f

Name: Adjustment item, which converts net of reinsurance variables, merged and in total, to a
gross of reinsurance basis, non-life insurance,

Definition;

With sign reversed, the difference between the reinsurance balance (Code 13¢, non-life ) and the
total of the following Codes (nen-life)

Bi (gross premiums written, reinsurers’ share)

R1gi {change in provision for unearned premiums, reinsurers’ share)
83a (commissions and profit participations received from reinsarers )
Bda i {claims paid, reinsurers' share)

8de i {change in provision for claims, reinsurers' share)

Put in another way, (he Code is derived from the following equations:

a) Reinsurers' share:
‘Total of above five variables + x = reinsurance balance

[})] Trunsfer: x (reinsurers' share) - X (gross trangactions) = 0

Commenis:

+ x (see above) is the reinsurers' share, in total, of the fallowing variables which arc shawn only
net of reinsurance in the 1991 Accounting Directive:

8la  (part) Bonuses and rebutes (part of I & in the Directive - rebates)

83 Other technical income ([ 3 in the Directive)

B4 (part) Bonuses and rebutes (part of I 6 in the Directive - bonuses)

B3¢ Change in other technical provisions and in the equalisution provisien (] 3
in the Directive)

80b  (part) Other technical charges (I 7 in the Directive).

It is thought (hat x witl be a smail amount.

Note

* Trem which relates only, or mainly, to transactions between the reporting insurer and
Teinsurers.
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- Code: 89g

Name: Adjustment item, which converts net of reinsurance variables, merpged and in total, to a
gross of reinsurance basis, life insurance.

Definition:

With sign reversed, the difference between the reinsurance balance (Code [3c, life) and the total
of the following Codes (life):

g1 {gross prermiums written, reinsurers' share)

glpi (change in provision for unearned premiums, reinsurers’ share: estimate,
see comment below)

R3u (commissions and profit participations received from reinsurers *)

84a i {claims paid, reinsurers' share)

85b i (change in the life insurance provision, reinsurers' share).

Put in another way, the Cade is derived from the following equations:

a) Reinsurers' share:
Total of above five variables + x = reinsurance balance

b} Transfer: x {reinsurers’ share) - x {gross transaction) = ()
Comments:

+ x (see ahove) 13 the reinsurers' share, in total, of the following variables which are shown only
net of reinsurance in the 1991 Accounting Directive:

#la  (part] Bonuses and rebates (part of 1l 7 in the Directive - rebates})
83¢ Other technical income (11 4 in the Directive)
84 {part) Bonuses and rebates (part of I 7 in the Directive - bonuses)
BSc Change in other technical provisions (11 6(b) in the Directive)
&ob  (part) Other technical charges (11 11 in the Directive),

It is thought that x will be a small amount.

In the 1991 Accounting Directive, the change in provision for unearned premiums (life
insurance} is also shown only net of reinsurance. It is desirable to estimate the gross amount and
the reinsurers’ share, for an improved presentation of the production account for life insurance
on the gross of reinsurance basis (and for better congruence with the ESA), The estimate can he
hased on the relationship between Codes 8, 8 i and 8 ii (premiums wrilien, gross, ceded to
reinsurers and net-shown in the Accounting Directive as items [1 1(a) and (b)).

Note

* Ttern which relates only, or mainly, to transactions betwecn the reporting insurer and
reinsyurers,



ANNEX 2

COMPARISON OF THE CLASSIFICATIONS NACE/70, NACE/REV.1,

ISIC/REV.3 AND CPA FOR THE SECTOR




NACETD

NACERav. i

ISIC/IFRav.3

CPA

Class

Grp_Sboo

Description

Div. Group Class

Dascripian

Civ.

Group Class

Dascription

Div

=lass

Subclass

Descripcrs

az

az1

82

Insrance, sxcapt for
compiacTy social
insurance

Unils engaged in saveral
typea of issurance, excapt
far compulsory social
nsurance

binits engaged in fife insurance
except for compulsery social
Insirance

a8

8641

5601

Inaurance and pansion
tunding sxcept compulsory
ancisl sectrity

Lite Insurance
Pengion funding
Mon-life insurance

Life insurancea

&6

6601

6503

6801

Inaurance and psnsion
tunding excepl compulaary
sochal ascurty

Lifa insurance
Panslon winding
Non-lifa insuranca

Lifa ingurance

6.0

66.01

66.02

66.03

66.01

§5.01.1

65.01.11

£6.01.12

65.01.2

£8.01.21

66.01.22

66,0123

Insurance snd pensian funding
services, wicept compulsaty
socinl sscurity servicas

Life insuranca services
{see halow)

Fension fiinding senvices
{sea below)

Non-life Insurance services
{ase below)

Life insurance services

Underwriting and investment sarvices
where the palicies mature only on
daath of the poilcy holder.axduding
reinsurances accapted

Contracta wherse the matury valua

is spacifiad at tha autsal

{"banus contracts”)

Contracts where the maturity value

is affactad by bonuses, not apacitied
at the oubssl ("bonus contracts™
Underwriting and invesmanl sarvices
whara tha policies mature on sunival
of the poficy hofder, or of a named
pareon or parsons, to & gpeficied

age (or on eartier death), permarant health
fnaurance policies

Contracts where the matunity valua s
spacified at the outsat

{"nen-bonus contracts®)

Contracts whera the matriy value ks
affected by bonuses, not spacifiad at
tha outsst {“bonus contracts™)
Contracts whara the maturity value
dapende eniirsly on the performancs of
a sagregated fund, in which pramiums
ara Invested ("conlracts whera the

invesimant risk is borpe by the policy
halder™)

&1




NACETO

NACE/Rav.1

ISIC/Rav. 3

CFA

Class

Grp Shap

Description

Div. Group Class

Description

Div. Group Class

Descriptton

Div Class

Subclass

Dascription

insurancs

Uinite engaged in iife insurancs
axcept for compulsory social

GEQZ

1Paensicn funding

Pension funding

6§68.02

66.01.3

£6.014

€6.015

88.01.8

66.01.7

66.02.1

E8.02.11

B&0212

66.02.2

66.02.21

86,0222

E602.23

Underwriting and investimant sarvicas
related to the sale of annuitas, pammanant
health insurance polices

Undarwriting and investment services
related to the sale of annuitigs, pamanant
heafth insurance policies

Investment and underwnitling services
related to capital redemption poticias,
permansent haalth insurance policies
Other underwriting and invesiment
gervicea balonging (o activity 56.01
excdluding pension funding {66.02) whan
this is a secondary activity, permanant
health insurance policies

Rainsurances accepted on life raks

Fonsion funding services

Schames for individuals: the investment
and underwriting services of a financia}
intermadiary which ofers contracts
imended o pravide retiremant NComos

for named individuals {or marred couples)
Bonus and non-bonus contracts

Contracts whera tha pensian depends
antiraly on tha value of a segregatbed and
unitized fund managed by the Inemediary
Schemes for groups: the investment and
undearwriting servicas of a pensian

tung established o provida ralimment
Incomes for a groug

“Money purchase “{or "dafined contribution”
type: bane and non-Donus cantracts with
a life insurance enterprise

"Money purchase” {or “dafined contribution”
type: confracts whore tha funds is unitized
and i maanged by a financial intarmediary
"Final salary” (or "defined banafit™)

type. e pension depends final ealary

{of revelued average salay) and

on lenghl of contributions

B2




NACE/TQ NACE/MRev .1 ISIC/How 3 CPA
Class Grp Sbgo Dascription Div. Group Class Cescription Oiv. Groug Class Desoription Dre Class  Subclass Dasiription
823 Units engaged in haalth 5603 Mon-lite insurance 6603 Mzn-Ife insurance §6C3 Non lifa insurance senvices
casualty, tnjury and accident §6.03.1  |Accident and health insuranca seaivicas
insurance, except for compul- 66.03.2 |hator vehicla Insurance senvices,
sory social inswance third party liabhty
86.02.3  |Motor vehicla insurance services,
damage or jos3
66.09.4 [Marne, aviatior and other ransport
vehicks insurancs senfces including
fraight insw ance servicas
66,035 |Fire and ctner properly damaga or loss
£6.036 |Genarat Kability insnance sarvices
66037  |Assistance (including travel)
86,038 |Legzlaxpenses
66039 [Credit and suretyship
66.03.10 {Other non-lite insuranca sarvices n.6.c.
66.03.11 |Reinsuranca premivms accepted on
non-lifa risks n s.c.
a3 832 Actvitios awndliary 1o insurance €720 Activity auxliary ta insurance 6720 Actvity aurilary to insurance | B7.2 &7 20 Servicas auxiliary to insurance and
and pansion funding and pension funding pangion funding
§7.20.1 |insurancs brokars and agency services
§7.21.10 {Sorvices auxiliary ta insurance and

pension funding
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ANNEX 3

ACCOUNTING VARIABLES

PRESENTATIONS : TREATMENT OF INVESTMENT INCOME AND CAPITAL

GAINS ; AND ADAPTATION FOR INSURANCE AUXILIARIES




Introduction

In section 4.4 and in Annex 1, the variables are listed in order of the General Framework
(Codes 1 to 31). The insurance - specific variables then follow (Codes 81 t» 8Y). The
variables 89a to 8Yg are variables derived from other variables in this chapter. In section
3.4, Table 2 on page 24 deals with the interaction between the variables and the unit of

observation and specifies the combinations of variable and of unit which may be
necessary, w practice.

This Annex covers four aspects of the accounting variables on the units {Code §
onwards}:-

1.

A tabular presentation of these variables, given in Tables 1 10 3 of this Annex, on
pages 86 to ¢1. These tables are in the form of a production account - part T of
each tuble shows the generation of the Value of production (Code 21 ), and part 0
shows the costs of praduction and halances such as gross value added and gross
operating surplus. In addition, part 11T of each tuble shows certuin other items
appedring in the profit und loss accaunt and in the capital account.

Table 1 shows non-life insurance transactions so far as possible gross of
reinsurance, and Table 2 does the same for life insurance. Table 3 shows
transactions net of reinsurance; it can be sub-divided into non-life and life

insurance,

An explanation of the treatment of portfolio investment income (pages 92 to 97),

An explanation of the treatment of capital gains in life insurance (puges Y% to
(00).

An adaptation for insurance auxiliaries (NACE/Rev. | 6720) of part 1 of the tables
in this Annex; part IT would remain the same (page 104).
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TABLE 1

NON-LIFE INSURANCE : ACGQUNTING YARIABLES ON THE UNITS :

TABULAR PRESENTATION :GROSS OF REINSURANGE

oross of reinsurance (balance carried down)

item Variablo
numhat Code listed in
In this Artlcle 63
Table
. PRODUCTION ACCOUNT
Cradits {mostly gross)
1. Premiums
(a) Gross premiums written:
{iy Direct insurance 81a Yas
(it Reinsurances accepted 81b Yes
(iv) Total 8
of which: - Exports 8amh
(b} Change in provision for unearmed pre miums
(gross of reinsurance) (+ or -} 81g
{c) Gross earned premiums asc Yas
2. Grasg porticlio investment income an technical provisions $ aza
3. (a} Commissiens and profit participations raceived 83a
{b} Cther ravenuas:
(i} Other technical income (st of reinsurance) 83bii
(i} Amounts recsivable fram affiliates for services rendered 83c
(i) Other operating revenue {from ancillary aclivities) 83d
4. Less Claims
(2} Claims paid # 84a
(b) Change in pravision for claims {gross of reinsurance)
(increase -/ docrease +) # 8de
{c) Gross clalms incurred a4 Yes
3. Provisions
~*+ Ghanga in other technical provisions {net of reinsurance)
{increase - decrease +) 85¢ii
.. Adjustmant iterm {non-life} a9
€. Total = Generation of the Valua of Production, 21

&

Gross of invesiment charges

Adjusted to excluds claims management costs, paid or provided for.
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TABLE 1 {continued)
NON-LIFE INSURANCE : ACCOUNTING VARIABLES ON THE UNITS :
TAHULAR PRESENTATION : GROSS OF REINSURANCE

Item Varlabla
numhber Code llsied In
inthils Artlcle 63
Table

. COSTS OF PRODUCTION AND BALAMNCES
&. Value of Production, gross of reineurance 21
{baiance brought down)

7. Servicas raceived from reinsurars -

Reinsurers' share of:
[a)] Gross preamiums earmsd B8G¢ |
(b} Gross elaims incurrad B4 i
{c) Remamder of tha reinsurance balance

Total - Valua of aarvicas raceived (Rainsuranca balance) 13¢ Yes

8 Total 6 + 7 = Value of Production, nat of reinsurance (balance cariad down) 21a

Debits (continued)
8. Value of Production. net of reinsurance (balance brought down) 21a

8. External expanditure on goods and esfvices othar than fram minsurers:

{a) Commisslons payable o agents BGa Yes [Art. 64)
th) Other external expenditure on goads and senvices B6b

Total Bad
10. Balancs = Gross value added # 2208

Debits (continuad)

11, Labour costs:
{a) Gross wages and salaries @ 10a
() Ermployers’ voluntary social security
contnbutions and other lahour Gosts. . 10k
Total 10
12 Balance = Gross operating surplus st faclor cost 31
. REMAINDER OF PROFIT AND LOSS ACCOUNT {PART)
13. hher gross portfolio investment income ' 820
14. Profits receivable trom direct investments In other countries 87a
15. Profits raceivable from domestle subsidarios and trade investments 87h
{doubthu! itarn)
16. Balance = Total avallable tor distribution {bofore taxes on incoma) 87c
(daubtul itarm)
IV. CAPITAL ACCOUNT [PART)
17. Net change in fixed capital 83
Mamo item
158. Turnover adjusted to include gross portialio
investment incomea (Codes 8 + 82a) 80

@ Including emplayers’ conlributions to compulsary saclal security schemes,; also including confributions
1o own (group) pension schames

# Seo comments 1o the definition of thesa Codes; it is assumed that laxes and dulies related
1o praduction, athar than thoze an premiumg, and subsidies, are negligible,
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TABLE 2

LIFE INSURANCE : ACCQOUNTING VARIABLES ON THE UNITS :
TABULAR PRESENTATION : GROSS OF REINSURANCE

Item Variable
numbear Code listed In
inthls Article 63
Table

I. PRODUCTION ACCOUNT

Credits {mostly gross)

1. Premiums

(a) Gross premiums written:
(i) Direct insurance Bla Yas
(i} Reinsurancas acceptad 81b Yos
{iii} Paneion contributions:
Schames for individuals 81c
Schemes for groups (from amployers & employsas) 81d
{iv) Total B
ol which: - Ragular premiums and cantriblitions 81e
Single pramiums and coniributions a1t
of which:- Exporls 8a/b
{b} (estimated) Change in provision for unearned premiums
{gross of reinsurance) (+ or -} * g1g
{c) Gross earned premiums pius pension cantributions 89c
2. Gross portfalio investment income an techinical provisions 82a
{including investment income af pension funds) §
3. (a) Commissions and profit participations received 83a
{b) Cther revenue:
{i} Cther 1echnical income {net o1 rainsurance) 83bii
{il Amounts receivable from affillates for services rendered 83c
{iii) Clher operating ravenus (Trom ancillary activilies) 8ad
4. Less Claims
{a) Claims pald # 84a
of which: pensions and annuities B4b
Cther * B4c
(b) Change in pravision for claims {gross of reinsurance)
{increase -/ decrease + & B4a
{c) Gross claims incurred a4

* An sstimate to be based on the gross premiums writien and ceded, and on the net changs in the

provislon; see comments on the definition of this cods (page 55) and of Code 899 {page 79\

% Gross of invesiment charges.

# Adlusted to exclude claims management costs, paid or provided for.

® Including capital surns paid from pensicn schemes and on maturity of life policies.



TABLE 2 (continuad)

LIFE INSURANCE : ACCOUNTING VARIABLES ON THE UNITS :
TABULAR PRESENTATION : GROSS OF REINSURANCE

ftem Variable
Aumber Cade listed In
in this Arllele 53
Tabile
5. Capital gains and provisions
(2} Capital gains (nel of losses), realized and unrealized, 85a
crdited to the technical account
(b} Lees change in tha gross life instrance provision 85b
{c) f+ changein niner tachnical provisions (net of reiNsUrance)
{increasa - ¢ decroase +) * BS: i
Adjustment ifam {life} (excluding the estimate of item 1 (1) above) B9g
6. Total = Generation af the Value of Fraduction, gross of 21
reinsurance (balanca carried down)
H. COSTS OF PRODUGTION AND BALANGES
Deblts
6. Value of Produetion, grass of reinsurancs 21
(balanca brought dawn)
7. Services received from rainsurers
Reirsurers' shara of:
{2} Gross premiums aarned {estimated, see 1{b} above) 85¢ |
b} Gross claims incumed a4i
{c] Gross change in tha life insurance provision anki
{d} Remaindar of tha rainsurance balancw .
Total = Valus of services raceived (Rginsurances halance) 13c Yes
8. Total 6 + 7 = Yalue ol Preduction. nut of reinsUrance (balance camled down) 21a
Debilts {continued)
8. Vawe at Production, net of reinsurance {balance brought down) 2la
9. Extenal expenditure on goods and services other than from reinsurars
(a} Commissians payabla to agents 86a Yas [Art64)
(b} Other extarnal expendilure an goods and services ach
Total 84d
10. Balance = Gross value added # 20720a
Deblis (continuad)
11. Labour costs:
{a} Grass wages and salanes @ 10a
(&) Employers' voluntary 1o social Security
sontributions and sther labour costs 10D
Total 10
12 Balance = Gross operating surplus at factor cost 3
lIl. REMAINDER OF PROFIT AND LOSS ACCOUNT {PART)
13. Othé! gross portfolic investment income 8%
14. Profits receivable from diraet invastments in other oountries 87a
15, Pretits réceivable from domestic subsidariag and trade inveatments 870
{doubtiul item}
16. Balance = Total avallabie for distribution {bafore taxes an incoma) 87c
[doubthul Ham)
IV. CAPITAL ACCOUNT (PART)
17. Net change in fixad capital B8
Moms ftem
13, Furnover adjusted to include gross portlolio
investment Incame (Codes & + 82a) B9%a

* Inciuding surpluses of pension funds
@ {as page 87)
# (as paga 87)
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TABLE 3

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

em Code Of which: (For NACEST0
number Exports 821) Split
in this {and coda) life/non-ile
Table

1. PRODUCTION ACCOLINT

Cradits (net)
1. Premiums
{(a) Gross premiums written:

(iy Diract Insurance B1g No

Yes
(iiy Retnsurances acceptad Bib No Yes
(iiiy Pension contributions:
- Schemes for individuals B1c No Yas
- Schames for groups {from
employars and employees) 81d No Yas
(iv) Total B Yas; (8h) Yas
of which: - Regular premiums and
contributions B1s No Yeas
- 8ingle premiums and
contributions 811 No Yes
{b) less Outward rainsurance premiums
{premiums ceded to reinsurars) Bj Yes: {8c i} Yes
{c} equals Net written premiums plus pension
contributiong aif Yesg: (BOb) Yes
{d) Change In pravision far unsarnad premiums
{net of reinsurance) {+ or - Bigii No Yas
(e} agquals Earned premiums plus pension contributions 8%¢ || Ne Yas
2, Grass portfclia investment income {on technical
provisions. including Invesiment income on
pansion funds) Bea No Yag
3. Commissions received and othar operating ravenus (aa) &3a, 83L i, Yes:{83a (aa)) Yeos
83c, Aad
4. (a} Less Net claims incurred (-} (bb) 841 No Yes
{b) of which:
- Claims paid (-) 84a No Yes
{c) of which; - Pensions & annuities B4b No Yos
(d) - Other {cc) Bdc No Yas
{e) - Amounts recoverable from reinsurars (+) Bdai No Yes

(f} Changs in provisions for claims, net of reinsuranca (incr-)* B4e || No Yasg
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TABLE 3 (Continusd)

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

ltem Code Of which: (For NACE/70
number Exports 821) Split
inthis {and code) {ife/non-lifa
Table

5.{a} (Life insurance anly). Gapital
gains, realized and unrealized, B5a MNa Yes
credited to 1he technical account

{b) Less (life insurance only) -
Changa in lifa insurance provision
{nel of reinsurance} {incr.-} 85bii No es

ic) Less changs in other techincal provisions
{n&t of reinsurance) and in the squalisation 85 i No

Yeos
pravision {Incr.-) (dd)
B. Total = Generation of the "Margin” {ar valua of production
of insurance services) 2la No Yes
NOTES:

ftem numbers In the table & and 7 do not appear on the net of relnsurance bagis,
kem numbers 9 to 17 are the sama as on page 87,
*Incr. = Increase
(aa) Including other technical incoma and amounts receivable from affiliates for services provided, if separatsly identiliat
(bt} For preference, excluding an estimate of claims management costs
{c¢) Including capital sums paid from pansion schemes and on maturity of life policies.
(dd) Including surpluses of pension funds;and the change in provisien for unexpirsd risks.
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Accounting variables on the units: treatment of portfylio investment income

Portfolio investment income, excluding capital gains (13) is included as an mtegral part
of the production account. "Investment income" means the income on all portfelio
investments, and therefare includes the rental income from property held as a investiment
but docs not include the income from subsidiaries., trade investments or direct
investments in foreign countrics. The inclusion of portfolio investment incoine follows
the proposed change in the definition of the insurance service churge 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 Tunds, in etfect, as
trustees for the beneficial owners, the policy holders, who are generally located in the
househald sector. The current surpluses of the funds are therefore regarded a~ part of the
saving of the household sector.

When, as for instanue is often the case with the pension funds, the managers charge a fee
for adminisiering the funds (which will include a profit element if they act
commercially), the matter is quite straightforward - the fec is the “insurance” service
charge. With much life insurance, huwever, ¢.g. "with profits" insurance, the financial
assets (investments) of the life insurance companies and the income from these assets do
not belong wholly to the policy holders: the income and capital gains arc therefore
partitioned between the major part, which is due ta policy holders, and the minor part,
which 1s (reated as part of the profit of the insurance company and so as being
distributable w its shareholders. For all life insurance, a minimum level of provisions hus
to be kept to meet future liabilitics o poelicy holders.

The mechanism for separating and safeguarding policy holders’ funds is irough the
separation of a "technical” part of the profit and loss account. Tn Article 34 of the 1991
Accounting Directive, the treatment of investment income s guite 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 "lechnical” account, because it is offset as an increase in technical
pravisions {provisions to meet future liabilities to policy holders); but some may be taken
as 4 managemcent charge, or may even be included in the technival result and therehy
transferred to the non-technical part of the account.

As there will 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 invesiment of technical provisions and that arising on the
investment of other reserves, estimating the split from the data on the Habilitics side of
the balance sheet. The investment income arising on the investment of technicul
provisions would then be carried into the production account and largely, if not wholly,

offset ax an element of the increase in the accounting period in these technical
provisinns.( 14)

(3) For the treatment of capital gains; see page 96.

{14) gee paper presented 1o the working party on National Accounts (Apeil 1989} Doc. CN 11¥; itens 24 1o 29 of

the "Summary and conclusions” of the mecting of the SNA Group of Ezperts 23-27 Tanuary 1989 (Doc ON
t23), wnd Dex: Eurostat B2/CN/128e)
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The side of the production account showing the generation of income therefore consists
of premiums earned, claims incurred, commissions received, investment income on the
investment of technical provisions, any capital gains credited to the profit and loss
account and the increase in the technical provisions - see part [ of the tables in thiz annex.
The increase in technical provisions will fall short of the net balance of the other five
items; the difference represents the amount avislable to meet adininistrative expenditure
and the profit on the operation, As calculated in this way, the profit will be different from
the "balance on the technical account “, as shown in Article 34, whenever the umount of
investment income arising from the invesiment of technical provisions is not exactly the

same as total investment income less the amounl transferred to the non-technical
aceount.

A major change is proposed in the treatment of investment income in the case of non-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 claims.

It is now proposed in the ESA/SNA that the investment income on the techrical
provisions of non-lite insurance enterprises should, in effect, be regarded ax 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. Nate that
the individual policy holder usually enters into an annual contract and pays his premiums
in advance; and that the events giving rise to claims take place later, the settlement of
claims being cven later. Thus the insurance company has the use of the individual policy
hoider's money in these periods; and by extension, all the technical provisions can be

regartded 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 cempanies to the policy holders (collectively) who then
return it. 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,

[n practice, it may not be possible to make a precise distinctian between the investment
income arising on technical provisions and that arising on other reserves; in same
countries the assets (portfolio investments) corresponding to technical provisions may be
segreguted from other portfolio investments, but in most coontries there 18 no such
segregation of ussets. It may therefore be necessary to treat all portfolic 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 thac the
balancing figure which appears as variable 31 (gross operating surplus) is then much the
same as the toial profit, before depreciation, of the insurance enterprise as this is defined
in the enterprise’s own accounts.
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[n partitioning investment income on all portfulio investments, there are two stuges of
estimation:-

(&) idenufy the total gross portfolio investment income
(b) cstimate 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).

i) Total Gross Portfolio Investment Income and Investments (assets)

I terms of the 1991 Accounting Directive, these can be defined s folluws:-

Article 34 Article 6(143)
Life (15) Non-Life (18] (Assets)

Land and buildings IT 2{b){aa) 111 3(b}(aa) (R
Participating interests,
other than affiliated
undertakings [T 2¢a) M1 3(a) Cli&q

CHOl& 1V
Other financial investmendts IT 2{b)(bb) HI 3{h)(bb) 0

Gl

Sub-totals of above of above

Less interest on C%f.‘-posits
by reinsurers Estimate from liabilities Liabilities,F

Cirand toals of ubove of above

('4“)11|CIUMng non-portfolio investments ses page 95,
(15) Excluding the "separate indication of [inciyme | derived from affiliared undenakings”,

(16) gep explanitian al (i) on page 95,
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b) Partitioning  portfolio investment income between that arising on the investment of
technical provisions and that arising on the investment of other reserves

The metkod 15 based on the liabilities side of the bujance sheet, after cortain prior adjusunents.
It is intended to be practicable using either data for individual cnterprises (or for the resident part
of enterprise groups), or aggregated balance sheet data, whether consolidated or combined.

Prior adjustments to the balunce sheet (Life and Non-Life)

{1} Adjustments to exclude assets which one would expect to be financed by the enterprise’s

own capital and reserves: the same amounnt is be excluded from both assets and
iubilites.

Exclusions from assets Reference, Articie 6
ol the Council Directive

Tangible assets and stocks FI

Land arud buildings ot'uuFicd by the enterprise
for its own activities 17 C 1 (par)
Affiliated undertakings: shares in, debt securities

1ssued by, and leans to CIl1and?2

Exclusion from liabilities

Capital and reserves, total (including
prafit for the year) Total of ubove assets.
to be excluded from
liahilities A+ - H (assets}

The above assets aﬁ: I)inkcd (o share capital and reserves, and do not contribute to portfolio
investment income M 74 Profity from affiliates are not part of gross operating surptus.

() Certain porifolio investments exist because reinsurers make deposits, and do not
therefore reflect policy-holders' funds

Reinsurance affects portfolio investments in two ways. First, if part of a premium is ceded to a
reinsurer, it s not available to be invested by the direct insurer, whose net technical provisions
arc also reduced by the reinsured amounts. Secondly, reinsurers make deposits to the ceding

nsurer, particularly in non-life insurance, and these are available to be invested, but deposit
mlerest has 1o be paid to the reinsurer,

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

(17} This slement of land and buildings is separately idendfied in Article 6. Tt should be excluded only if there is
no carrcspanding, portlplio investment income (aclual or nominad) in the profil and loss acceunt ol the
enterprise. The preferable accounting method would be 10 include such "income” in the profit and loss
secount, vffselin pperating expenses (and hence contributing to the value of production of insurance services).
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The interest on deposits to reinsurers is treated ditferently, in the 1991 Accounting Directive,
from interest on other debt. Itis 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, Sec also
comment on Code 82b. at the foot of page 55.

Exclusion from lishilities Reference, Article 6
ol the Council Directive
Deposits received Irom reinsurers F

Exclusions from assets

Exclude F (Iiubi&it}ﬁx)
Portfolio investimenis from total of (11 O 3and

4, CIHLCIV,D, G

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

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

Reference, Article 6 of

Group Liabilities the Council Directive

A Capiial and Reserves, adjusted Liabilities A + 1 - H (assets)
less Assets F I, C 1 (part),
Cll'land 2

B Technical Provisions Liabilities, C, D
C Long-term debt Liabilities, G I
Sub-total, which is allocated Sub-total of amounts indicute|

above

Other provisions, other creditors efc Liabilities B, F, G 1&11
GIVand V, H

Adjusted total, Liabilities Total, less F, less assets F T (']
(part), CTT I and 2, H

Assets

Portfolio investments Assets, C1(7), CII3 & 4, CIILC IV,

Miscellaneous Assets, &, B, B, FILIV, GIl + 111

Totul = adjusted total of liabilities Tatal of items indicated above

Result _
The proportion w be applied to portfolio investment income(!® can then he estimated as B
divided by A+B+C where A,B.C are the groups of liabilities indicated above.

8 Where appropriate, aftcr deducting land and buildings necupied by the enterprise for its own aciiviies,

U9 Afrer dedncting deposit inlerest paid to reinsurers, wlich can be estimated from the amouny of the liahiljtics.
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Nute that group B (Technical provisians), on the liabilities side, may be higher or lower than
porifolio investments. They might be expected to be higher, unless a substantial proportion of
assels iy held in short-term form (viz assets, E 1 1 and 2). However, it appears reasonable te do
the atlocation with data on the labilities side, when the liabilities have been adjusted und sub-
totalled. as shown, to exclude the short-term items, Indications ure that the proportian of tatal
portlulio investment income attributed to technical provisions will be [over 90%| Tor hifv
insuranue, and in the region of |70-80%| for non-life insurance.

Investment Management Charges

In addition 10 excluding deposit interest paid, from investment management charges (part of
Code 86b. "other external expenditure on goods and services” and of Code 11 & 12 "abour
costs™), it might be thought necessary to partition the management charges in the same way as
the gross portfolio investment income.

Only part of gross porifolio investment income, thal arising on policy holders' funds (technical
provisions), is treated as a credit to the operating account of insuranve enterprises, having been
regarded as notionally distributed, from their income and outlay account, to policy holders, who
then return it, as if it werc a supplement to premiums.

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

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

To partition the management charges naticnally might be illuminating in the following sense: it
would lead to one element of gross operating surplus (a negative umount) which would represent
the charpes arising on the investment of shareholder's funds, and the remainder which, so far s
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 investment return appears in Lhe form of capital gains (whether reslized or not) und
the funds held for the generality of policy holders include the capital gains. However, capital
gains and losses - particularly unrealized gaing and losses - are not usually allocated formally to
policy halders as and when they occur. Particularly when investments are valued at current
muarket value 0 the balance sheat, there will be short-term fluctuations in their value which will

not he matched inmediately 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
measurcd against a varying numeraire - the value of the units in a segregated fund, In these
contracts, revaluation adjustments are, in effect. continually allocated to the individual pelicy

halders.

In the national accounts and other economic statistics, the rule 15 that capital gains on linancial
investiments are 10 be shown in a separate "reconciliation” account. which compleies the link
between the opening balance sheet und the closing balance sheet, so that capital gains are always
excluded from the Pal;]mue of the production account (the value of production) and from "Gross
operating surplus”. 20

In Article 34 of the 1991 Accounting Directive, provision is made for the capital gains of lifc
insurance enterprises to be carried through the life technical account. Articles 42 and 44 suggost
that all rcalized capital gains should be carried through the technical account. but that, in the
case of unrealized capital gains, all. purt or none may be carried through the life echnical
acoount.

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

The possible offsets to the capital gains, realized and unrealized, carried into the lile 1echnical
account are the following:-

Code
(2) Part ot a claim 84
ib) Part of the change in the life insurance provision }
() Part of transfers (o and from the fund for Future } 83 b
appraprialions (see Article 22) ["“H }
() Part of the change in "other technical provisions” "3 c¢
() Part of investment management charges or of other
operating expenscs d6b,11.12
() Part of "gross operating surplus” 31

In terms of Article 34 of the 1991 Accounting Directive, (f) could be in twa é){lacm: (1) (1), part
of the "allocated investment return transferred (o the non-technical acconnt” 22): or (F) (ii}y, part
of the "balance on the lite technical account™.

(2 o . i s . - . - ;

20 10 macro economic statistics, but not necessarily in caterprise - hased statistics, capital pains on physical assels
are also cxcluded. in the form of whal is known s "swock appreciation”, of as "the inventory valwion
sljasiment”,

AT 5 . . . . . T . .
1 e reasons tor showing these in the sime Cade as the change in the fite insurance proviston are essentially 1o

avoud shartenn Mietuadions cirying trongh o the balance of the production aceount (Code 21, the Value of
Production). See comments an Code 83b, page 66

22} 1y the Counvil Directive, the “variation in the fund For fupure appropriations” is shown alonggide, but see note
21 above,
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The () type items, in the above paragraph, reflect capital gains which are held in general reserve
iLiabilities A 111, "Revaluation reserve ), or are to be formally allocated to shareholders, perhaps
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 [II, or
in Ba (see Article 22).

There is therefore a difficulty if, to any material extent, the capital gains which have been
carsied into the technical account, arc not futly offset in the (a} to () type items, so thut they
curry through to "pross aperating surplus”. The difficulty is most serious if what carrivs through
to “gross operating surplus” reflects short-term unrealized fluctuations o (he value of
investments, but most of these are probably of type (c). Apart from type (1), Lhe allocations to
the "life insurance provision” and to "other technical provisions” are likely to be based on
acluarial techniques, which are cautious and aim to smooth out short term lMuctiations.

1t should be noted that these difficulties are not avoided by estimating the "value of production”
using the "bottom up” approach, that is by starting with operating profit and adding it 10 Jubour
coxts and external expenditure on goods und services. That is, the difficulties are not avoided it
[igures 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 "halance of the life technical account”. This balance appears to suffer from exactly the same

problems, so far as capital gains are concerned, though again certain short-term fl uctuations are
excluded, through item T1 12 (a), see Article 22.

Nor can Lhe 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 is
apparently proposed in ESA and SNA). The fact remains that the changes made in the life

insurance provision, far other types of contract, will also reflect capital gains as well as
_ / ¢ ¥D L \‘t’ p g
premiums and investment income, but not as directly. )

If capital gains, other than those arising on unit linked contracts, were to be excluded completely
from the production account, it would be necessary to obtain information on what part of the
chiange in the life insurance provisions was due to capital gains, and to exclude this also, 1t s
doubtful if such information is 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 u separate item above the "line” of the value of production, or if it does
not. The presentation in earlier drafts did not show capital gains, because they were deducted, in

total, from the "change il} the life insurance provision”, The effect on the balances of the account
1s precisely the same. 24

(Z3) 1n Code 85b, transfers to and frum the fund for fulure appropriations are alsa included, see footnote 21 above.
{24) An aliernative presentation, with the same overall effect, would be as tollows:

Code 83a - Capital gains, realized and unrealized, credited to the life wehnical acconnt.
Less Variations 1o and from the fund from the fund for future appropriasions (ircen [112a),
Equals Code 85, adjusted.

Code &5b Change in the life insurance provision, net af reinsurance: re-define to exclude viiations w and
I the tund for future appropriations. (See definition of the Code, on page 6G).

This presentation would imply that the variations 1o and from the fund for fature appropriations mostly
represent, in Jact, unsealized capital pains.
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s store unavoilable 1o base the estimates on the asswmption that any capital gains
vl Ao carry through o "Gross operating surplus”  (see page 49 above) are a reasonable
++ erian of the undistributed component of profits, which may include amounts to be held in
the 1evaluation reserve, pending later allocation to policy holders as technical provisions. Shoert
werny tluctuations due to unrealized gains, other than for the unit - 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 offsct in
item [T 12 (a) - see Article 22 of the 1991 Accounting Directive.

Schematic analysis of treatment of capital gains and losses (Life Insurance onl ¥yl

The table on the next page analyses the various components of capital gains and shows
scparitely how they are weated in this Chapter of the manual and in Article 34 of the 199]
Accounting Directive. The wble sets out the inter-connections schematically. The figure which
can be most readily identified from Article 34 of the Accounting Directive - alsn shown ag the
lotals of the first three columns of the Table - are the [ullowing:~

Code
1. Total cupital gains and losses, realized and LH)
unrcalized (In Article 34, this is the net total
of items 11 2 (c) & (d), TT3, T (b) & (¢} and It 1)
2. Variations to or from the fund for future appropriations Elemen| 3*
of code X5h
3. Total of other elements of Cade $3h {chunge in Elemenis 1,2

Itfe insurance provision) & 4% of Cande 85k

The total of the next two columns of the Table represent amounls of capital gains which enter
into the baliuces of the Manual and the profit and loss account (Article 34) respectively. Ln the
case of the Manual, it is theoretically inappropriate for any capital gains 10 be inciuded in the
balance (the "Value of Preduction” but it is thought that these amounts - capital gains taken
through the profit and loss account and allocated 1o shareholders or other owners - are likely to
be small. Unfortunately these totals cannot be identificd from Article 34,

The total of the sixth column can be identificd and its treatment in the Manual is as explained on
page 635 and in footnote (0 below.

The components of capiral wains and losses which lead to these totals ure labelled "part 1. part
9" in the Table. (They are munbered in sequence of the first column in the Table). Most of the
individual pares are not identifisble separately, but variows groupings are identifizble. as follows:
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{111}

{iv)

(v)
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The total of A (1) te (i) in the Table is the net total of items I 2 (d) and 11 9 () in
Article 34,

The total of B 3 (b) (i) & (ii} in the Table is the net total of items 11 2 {c) and [19(b) in
Articie 34,

The total of B 2 plus B 3 (a) (i) to (iii) in the Table is the net total of iterns 1 3 and 11 10
in Article 34.

The total of A (iii) and of B (iii) in the Table is the same as item 11 12 (a) in Article 34
(see Article 22).

Although B 2 in the Tahle is not separately identified, nothing gets into the balances - the

amount included in Code 854 is by definition the same as the amount included in Code
%3h,

(00)

See the elemenis of the definitions of the Code page 65,

The propased ircatment of realized and unrealized gains taken through the profit und loss acconnt
but then held in a holding reserve assumes that they all finish up in the life insurance provision,
cven though some wilk eventuatly be allocated - probably on an actuarial basis which smoothes
out short term fluctuations - to shareholders or owners, The essential feature of the proposed
treatment is that it neutralises the gains within the production account so that they do not affect
the "Value of Production”, They are treated in the same way as gains un policies where the
investmenl risk is borne by the policyhalder. If it is desired to keep the erratic fluctuations out of
the gross tigures in the production account, an alternative presentation would be 1o redefine Code
854 so a8 to cxclude these short term fluetuations, by deducting thein (the total of A (i) and B 3
{a) (iit) in the Table) from Code 854, and likewise to exclude them from Code #5h.
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o CREDIT DEBIT BALANCES
CODESSa|  CODEBSH(1)
Pl BR ok Elements Element Value at Pro-
{7, 1,24 {?) 3 duction (part)
Balance on Transfers to
Changs in lfe tachnical & from furd
RIS R TR B S Investment |Life insurance account {party. 1or future
Return Provislon Allocated appropri-
ErRE LAY S {part) {part) investrment attons
o ) N return (part}
B gL
< v b palicyhalders (3) Part 1 Part* 1
P B L@ Part 2 Part* 2 Part* 2
AT R e Agr reERiva (3] Fart 3 Part* 3 Far= 3
Bl A TR (BN AND LOSSES
Vol i et ruserye -- - -- - --
Tees i nvestament risk Part 4 Part* 4
bt njicyholdar
& nan-honus)
anges in asset
Ve e assets arm valued
Part 5 Part* 5
Part 6 Part* 6 Fart* 6
Part 7 Rant* 7 Part* 7
Par &
Part ¢ Part* &
_ o Part* 9
Coda 853  |Total of Eiement 3 Unidantified  Identitied
(=Sumol [Etements 1, of Code 85k Tatal Total {part Amount -
TOTA&LS pars 1-9) (2,4 of Code {identified} (6} ol these See Anicle
35b {idantifiad) balancos: 22

b wasts sva nase of Coie A5, see the first column; mostly figures ara not identifies.

i, Gains may D8 allocated to policyholders as part of claims {see page 100).
vis of the definition of this code page [BE].
SERD: raalized gains in respecl of pelicies whare the investmant risk is
Dorna by s paicy holder.
4} Al alter iive Drasentation woild ba define both Code 85a and Code 85b so as to
gxchide ine iolal ol these two compenents (parls 3 & 7).
{53) 00 inetanies, due Ly variations in exchangs rales,
05 TR i s therarabicaliy in dppropriata tc the "Value of Production”.
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Accounting variables un the units: adaptativn for insurance auxiliaries

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

Table Insurance auxiliaries; adaptation of tabular presentation
{Table 1, part I, of this annex)

Net credits Code
1. Commissions, fees and other trading !
income receivable
Of which:
& Receivable from resident insurers ‘balance
b. Receivable from non-resident insurers Eblexports)
2 Less Commissions, fees etc. due to other
enterprises for sub-contracted work {3a
Of which:
a. Due to resident enterprises balance
b. Due to non-resident enterprises 13h (imports)
3 Total = Generation of the margin {or
production of auxiliary services) 21 {Sce Tuble 1 of
this annex}

[n the debit side of the table (part 11 on the second page), item 13 and item 92 would not
be relevant, but the other variables would remain unchanged; lees paid for specialist
advice would be included in itern 8b (other external expenditure on goods and services).

[t is importunt to note that, on the gross 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, ta need
lo know - the residence of the insured person. je. that he is non-resident; this is a matter
of significance to the insurer, but not 1o 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 premiwm from the non-
regident insured person and passes it on the resident insurer, after deducting his
commission. But if this commission were to be scored as the broker's expart whilst at the
same time the gross premium is scored as the insurer's export, there would be double
counting. To score the commission as a export of the auxiliary, whilst avoiding double
counting, would require net recording by insurance enterprises of all premiums and
commmissions, which would be less infarmative and would also be inconsistent with the
vsual basis of insurance enterprise accounts,

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 4

INTERNATIONAL INSURANCE TRANSACTIONS
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INTERNATINAL 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 thut adopted in the balunce of
payments statistics: that is, an international {or cross-border) transaction is one between a
resident economic agent and a non-resident economic agent (25), What constitutes residence,
and distunguishes Tesidence from a temporary visit {of an individual) is laid down in the IMF
RBalunce of Payments Manual. The criterion is that of the "centre of economic interest”

This criterion, used in international economic statistics, appear to be consistent with the
delinitions in EC Legislation (eg Article 1 of the Third Directive on non-life insurance, 1992), in
relation fo basic concepts such as "branch™ "subsidiary” and "conmtrol”, and in telation to the
location of "head office of an insurance undertaking”, "branch” and "subsidiary™.

so {ur as insurance and reinsurance arc concerned, there are vurious forms in which
resident/non-resident transactions take place. And the transactions are of various types (sales,

purchases, profits etc.)

I. International Direct Investment Transactions

Usually, both parties 1o the transaction are Jocated in the activity closses 66.01 - 66,03 and form
part of the same internationul family of enterprises. A transaction, in which bath purties are
acting as insuress, 1y be between a parent enterprise in one country and its subsidiary
enterprise in another, or hetween two “sister” enterprises. The criterion of what constitutes
direct investment - "an effective voice in management” - is that given in the IMF Balunce of
Payments Manual. Clearly possession of over 50 per cent of voting shares meets this criterion,
but smaller sharcholdings may also do o, depending on the circumsiances of each case.

The term "enterprise” is here used to cover bath 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 I

(a) The principal type of current account international transaction is the parent company's
share (according fo its shareholding) in the total profit (whether distributed or
undisiributedy of the xubsidiary or ranch. This is pravided for in the Insurance Chapter
of Eurostat’s Manual on Services - Code 87a. This Code only applics to transactions
which are international direct investment tranxactions; they lie outside the scope of the
‘production” account.  The reason, for including it, i that inslitutional arrangements
have, hitherto, obliged much international activity by insurers to take this form.

(b Another type of current account transaction, which is again specific to the international
direct investment situation, is the charge which is made by a parent/daughter enterprise
locuted 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 da form part of the
“production” account. They are provided for in Codes 83 and &6b, but are not separately

distinguished within these Codes. (Code $3c¢ includes also non-consolidated resident
affiliates)

(251 " Agent” is hore used in the sense of someone who conducls an economic activity, and not in the sense ol

"representative” or selling agent”,
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(<) A third type is the followiny: an insurance enterprise located in one country may well act
s reimsurer, in whole or in part, lo a "related” enterprise lacared in another country.
Thesc transactions are included, but not separately distinguished, within the transactions
shown in Tubles 1,2 of Annex 3, when parts of risks are respectively accepted or ceded.

() Finully it is possible that a branch located in onc country passes all the premiums i
collects an certain types of policy say the "large” risks - to its parent enterprise locuted
in another country, so that direct insurance premiums and claims pass internationally,
hetween 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. However, it iy
arguable that the branch is then acting as no more than an agent for its parent enterprise,
in respect of vertuin types of business which it does not underwrite itseif, s that the
appropriate categories waould be 3 or 4 (see below). If the hranch does not jtself
underwrite any bustness, it is not really & branch, but only a selling agent.

Megsurement of international direct investment transactions.

The most satisfactory method is to measure them through a special statistical survey which aims
to obrain figures on the same basis as is shown in enterprises’ accounts. Such a survey wili
cover all international direct investment, not just direct investment by insurance enterprises. The
figures obtained, in so far ag they relate to insurance undertakings, will eventually be compiled
aceording to the EC Directive on the annual accounts of insurance undertakings. Types (1) and
(b) above should he identifiable, within such an all-embracing statistical ENYUITY, 4% insurange
transactions, by reference to the activity group of the parent compuny, or of the subsidiary
company, in question, In types (¢) and (d). transactions which are with non-residen subsidiary
ar parent companies will not hecessarily be distinct, in the statistical sources, from other
international transactions of the Same type.

11 Direci Selling of insurance services across borders

There are three categories of direct selling across horders:

I Insurance or reinsurance between two non-related insurance enterprises located in
different countries.

| o)

Direct insurance of "large" risks (non-life}),

3. Direct insurance of large risks (non-lite) or life insurance.
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In peneral, the criterion of whart censtitutes an international insurance transaction remains that of
the tesident transactor and the non-resident transuctor, In calegories 2 and 3, one transactar will
be u direct insurer and 1he other will be a policy holder. International reinsurance - including the
reinsurance ol the risks falling in catepories 2 & 3 - falls into category 1. Generally, but
particularly in category 2, care must be faken to distinguish between the principal transactor (the
underwriter) and his selling agent or broker. Take the following case, by way of example: «
premium on a "large” risk is received by a broker in Coungy 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.

It should be nated that international trade within the EC will be liberalised by the 1992
Dircetives, but the same does not apply 1o international trade with non EC Countries. The terms
"large rivks” und "mass risks" used below are superseded in regard to wrade within the EC, but
are useful, qualitatively, in considering extra-EC trade in insurance services.

1. Insurance or_reinsurance between twy non-related insurance enterprises located in
different countries

The concept of cross-border selling is here quite simple. The transactions can be any of the
types listed in Table 3 of Annex 3. They are included within the respective Codes, bul it is anly

proposed (o distinguish the international component of grass receipts. in three items (see Table 3
of Annex 3):

Gross premisms written, exports

(including reinsurances accepted) &b
Outward reinsurance premiums {(imports) dci
Commissions received (exports} 83a (aa)

Broadly, this follows the General Framework in concentrating on turnover less sub-contracted
turnover.  "Cross premiums written, exports” would here be reinsurances accepted.

Cormmissions teceived (exports) would include charges to non-resident affiliates as well as
commissions from other insurers.

Much reinsurance is placed internationally particularly on "large” risks. It falls into this
category becuuse both the direct insurer and reinsurer fall into the same activity ¢lass. "Gross
premiums written, exports” (Code 8b} include but do not distinguish reinsurance premiums
acvepted by a resident insurer. Code 13b relates exclusively to reinsurance premiums ceded by a
resident insurer to a non-resident reinsurer,
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Direct Insurance of "large" risks (non-life)

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

(1)

(i1)

(11r)

{iv}

The most simple case is the situation where an enterprise insures its activitics and/or
asscts located in one country with an insurer lacated in another country, Clearly in this
case inlernational trade in insurance services takes place.

Things became more complicated when the insured usyets are moving [rom one place to
another (ie. ships, aircraft or transported goods). The insured enterprise. however, is still
located in a country different from that of the insurer. Sometimes the insurctl assets
therefote might be within the country of the insurer. At other times they wiil he outside
that country. This situation implies that trunsactions between the insured ererprise andd
the insurcr will be recorded in the halance of payments. (26)

More complications arise when the cnterprise is a multi-national one, which takes central
decisions regarding the insurance of the assets and activities located in various countries,
Some of the assets of the insured multi-national enterprise mi ght be located within the
country of the insurer. Part or most of the multi-national enterprise, however. is still
tocated in a different country (or countries) from that of the insurcr. ‘This situation
implied that transactions between parts of the multi-national enterprise and the insurer
will be recorded in the balance of payments.

I the insured assets are located in countries A,B.C....N and the insurer is located in
Country A, therc 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 chunnelled through a headguarters
company located, say, in Country B: this is on the basis that the constituent parts of the
multi-national enterprise should be regarded as independent economic agents in the
countries in which they are located. '

The last situation tn consider equals the previous one except that the multi-national has a
specialist branch or subsidiary, within the country ol 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 a
single "block” policy and in arranging in the payment of the premiums.

[n this case most of the ansactions between the multi-national enterprisxc and the insurer
will not be recorded in the balance of payments; but the flow of remittances {premiums
and claims) will appear, al one remove, ag changes in the inter-company balances
between the specialist branch or subsidiary and the other component parts of the multi-
national group. The latler will be included as non-insurance transactions in any ali-
embracing statistical survey of international direct investment transactions.

“a . . . . . . -
20) The situation elers, so far as insurance of the inportfor export of goods is concerned, o Hie owner of the

gonds during transit. Depending on the wnng of the contraets, this could be the exporler or the importer, There
are complications if the importer s the owner, but the goods do not artive, and the nsirer is keated in the
s country as the exporter. {See IMF Balance of Paymenis Manuzd),
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[n the above mentioned situations relating to "large” risks, (i) to (iv), care should be taken 1o
avoid the use of inappropriate criteria to determine what is, and what is not, an international
insurance transaction, 1 appears that the appropriate criterion remains registration of the
transactions in the balance of payments, viz depending on the locadon {and residence) of the
insured enterprise and of the insurer. The following criteria appear inappropriate.-

{a) the location of the beneficiary of the insurance policy
{b) the location of the risks

{c) 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
pulicies, 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 1s 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), in that he collects
premiums and negotiates claims. But he is not acting as principal, he does not determine the
risks to be insured, nor does he conclude negotiations an the settlernent of a claim. The branch
or subsidiary referred to in (iv) above does have this quality, and therefare acts as principal in

concluding the contract with the insurer. The broker, however, remains only an agent acting for
another principal.

As with category 2 mentioned above, the types of direct insurance transactions involved may be
any of those shown Table 1 of Annex 3, and only three of them would be distinguished in the
Manual (see page 105).

Direcl insuran

ss (non-life) risks, and life insurance

In the case of the direct insurance of mass (non-life} risks and of life insurance risks (both of
which are not allowed at the mement in most countries) the same criteria as mentioned above
are needed to classify any palicy as being cross border selling of insurance services. Regarding
Ife insurance it js in these situations also important to take into account whether the insurance
company or the insured took the initiative 10 conclude o policy. This type of business will
hecome more important within the EC, as a result of the recent EC Directive reterred to at ()
abovc, on page 104, Again the types of direct insurance transactions involved might be any of
those shown in Tables 1 and 2 of Annex 3. In the Insurance Chapter of the Manual, they would
be included only as a indistinguishable part of "Gross premiums written, exports” (Code 8b),
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Summary

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

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

Gross premiums
written, direct
(nsurance:

[{d) Parent company Branch or agent in
Country B,

3 Large risks (non life)

(i) Insurer, static assets Single insured

eni¢rprise, Country B,
non-insurance activity.

(ii) Insurer, moving assets The sume
(i} Inxurer, static or
MOVINg assets Component parts of a

multi-national group,
Countries B,C...N,
non-insurance activity.

4 Mass risks (non life). Single ingured individnal
and lite insurance or enterprise,Country 3.
Total of the above #h
AS IMPORTER - ASEXPORTER
Outward reinsurance
premiums:
I(c) Ceding branch or ' Accepting parent insurer.
substdiary of a fareign ' Country B
insurer
2 Ceding non-related insurer Accepting non-related insurer

Total, outward
reinsurance Bei
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Category  Country A Code Countries B.C... N
A5 EXPORTER AS IMPORTER
[nternational direct
investment transactions
(Insurance enterprises
only):
Exporls of Services bmports of Services
1 Bv parent, subsidiary By parent, subsidiary
sister company of branch #3c sister company or branch,
(part) County B
Imports of Services
[ {1 By parent, subsidiary By parent, subsidiary
sister campiwny ar branch 86b sister company or branch,
(part) Country B
Profits
1(h} Of subsidiary, debit 31* Of parent, derived from
subsidiary, credit, Country B
[ (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.

Acknowledgement 1 am indebted to the CBS Netherlands for many of the ideas contained in
this Annex, and indeed some of the text has been borrowed fram them. The responsibility for
any errors or omissians in the analysis is, however, mine.
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ANNEX 5

SOURCES OF INFORMATION
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The role of administrative sources
Registers

For insurance enterprises, a systern of regulation is thought to exist in all Member States. This
will provide 4 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 coempany 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
branch offices and subsidiaries of resident insurance enterprises. The latter is likely to have been
done already, for the balance of payments stalistics.

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

Insurance guxiliaries, of the types set out in paragraph 831, may not be subject to regulation. If
N0, an enquiry using trade registers or directed to insurance enterprises may be necessary, in
order to compile a regisier of insurance auxiliaries.

Yariahles

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/ar national requirements regarding the publication of annual accounts, are aligned to the
structure of the 1991 Accounting Directive, it should be unnceessary to collect variables through
sepurate statistical enyuiries. There are, however, various potential problems in the nse 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 reguiation 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 (i.e. when it still Telates 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) spectalist reinsurance subsidiaries - that is. to 'de-consolidate’ these.

When the accounting periods do not relate to the calendar year, lirtle can probably he done, other
than to take the accounting period ending nearest to 31 December.

Qutline of Additivnal Data Collection Possibilities

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

For self-administered pension funds, 4 statistical enquiry may atso be necessary if the data does
not emerge as a by-product of regulation. The need for vlearance of tax relief by the direct tax
authorities ¢an provide the basis of a register and - probably - some of the variables as well,
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Other pension schemes usually hand over the contributions which they receive 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 neverthcless preferable that these
amounts shauld be recorded as pension contributions, rather than as direct insurance premioms,
There are considerable differences between the pension business and the other business of life
Insurance enterprises.

For composite insurance companies, which were farmertly classitied under NACE/70 821, the
breakdown of data between life and non-hle insurance, as sot out in Tables 1 and 2 of Annex 3.
muy require o separate statistical enquiry. However, such an enguiry would only anticipate the
requirements of regulation once the 1991 Accounting Directive comes into force.

For the variables on the characteristics of enterprises us described in Code 3 of Annex 1.
obtaining the designatory data may require a special enquiry of cnterprises, upduted say every
five yeuars.

‘Turnover (premiumns) by product (Code 8b): For non-life insurance, a breakdown ot prenuums
by product, according Lo the list in Annex 2, may require a special statistical enguiry, but it may
be that a breakdown by type {products) of non-life premiums according to the categorics in the
EC Direclive 73/239 is already available. Moreover, the same classification is aready being
used for reporung data to QECD. Also Art. 63 of the 199] Accounting Directive requires a
breakdown of premiums, for direct insurance transactions. In some countries the insurance
industry publishes its own breakdown of premiums by type. but if these data relate to premiums
callected by groups of enterprises world-wide, they will need adjusting to exclude those
collected by non-resident subsidiaries etc.

For lifc insurance, the sugguested list of products is in Annex 2. The obtaining of premiums

broken down by these categorics might require a special statistical enquiry, but these suggestions
are entative.

The mvestment income on technical provisions can be estimated without addutional data
collection whenever balance sheet data for enterpriscs are available, as described in Annex 3.

Labour costs: 1f the annual aceounts of enterprises are used as the primary source for the
variables, 4 separate source would be needed to identify that component of “achministrative
expenses”, as shown in the annual accounts, which represcats 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 enguiry directed to resident enterprises is usually needed to
obtuin the variables, both on income and on capital flows. On the assumption that the data
obtained for the bulance of payments in this respect is adequale, no additional caquiry would he
needed. However, one has to identify which of the enterprises participating in balance of
paymenls enquiries are insurance enterprises,
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ANNEX 6

DEFINITION OF THE PRODUCTION ACCOUNT IN TERMS OF

TUE 1991 ACCOUNTING DIRECTIVE, ARTICLE 34 AND ARTICLE 63




PRODUCTION ACCOUNT - NON-LIFE INSURANCE
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TABLE 1

hem N° Credits (generaily gross) Slgn Accounting Directive
in the Tablae* ) Code +i- Ara4 Art 63
Ciross premiums written;
1a Direct insurance B1a + X
Heinsurances accepted &1b + X
Total 8 + Miai 4
of which, exports 8b + . ..
1o Change in pravisian for unearned f1g -+ Yo
premiums fgrass of reinsurance)
[= Gruss premiums earned BSC + » x
2 Giross portfolio investment income (1) {2) i
{on assets sorresponding 1o the technical B2a + H3hy (3
provisions af the reporting insurer)
3a Gommissions & prefit participations received 83a - I 7idh
Cther revenus:
Sh Cther technical income, net of reinsurance A3h it + ¢!
dc Amounts receivable fiom affilintes for 83 + Fart of
Servicos rendared s
=d Other operating revenus (ancillary activiliss) 83d + Part of
::I[ 7
Less da  Claims paid (4) 844 - I 4{a) (pai {4)
4h Change in provisions for claims Bde . I 4{b) fan; (4)
fgross of reinsurance) (4}
qu Gross claime incurrad  (4) a4 - T ®
5 Change in other technical provisions, net of B85z iy 15,18
rainsurance. and in the equalisation pravisian
Adjustment tem, which convers items
3(b), 5 and 7id) fpart), in total, to a "gross of Bof +0Or - Sea
reinsurance” basis - Sae page 117 See page 118
6 Tolal = Value of product:an, 21 + t
gross of reinsurance
Noteg

" Annex 3, Table 1.
T Means that the item can be calculated from fteme listad above .

(1) Here, "grass" means gross of invesiment charges. Also, see also page 119.
(2) Ferthe partition between incame arising an the investment of technical
Investrent incoms, see Anrex 3, pages 94 to 97, Alsu see las

(3) Excluding income tram affiliated undsrtakings.
(1} Adjusted ta exclude claims managemant costs, paid or provided for.

provisions and other portfalio
ttweo paragraphs of page §3.
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TABLE 1 {(Continued}

PRODUCTION ACCOUNT - NON-LIFE INSURANCE (Continuad)

ltern W° Sign Accounting Directive
in ihe Table* Code '
3 Value of Production, grass of raingurance B/F 21 + 3
Dabits
7 Value ot services receivad from reinsurers ganerally,
(= reinsurance balanca} 13c - Art. 63
8 Balance = Value of production, 21a + »
net of reinsurance
Deblts (continued}
G3oods and services from exiernal sources:
Ya Commissions payable to agents 86a - Ar. 84 (5)
9o (partl  External element of claims management cosls }y  86b - .
8b {part}  Other external axpanditure on goods & services } - See Manual,
Cade BEb, (8)
Taotal, goods + sarvices iram non-reinsurars 39b -
10 Balance=grass value added
Debits {continued}
1a Labour costs {7} 11+12 -
i2 Balance = gross operating surplus at factor caost 3 -
|
J  asbefore
Motes

General : All balances on this sheet are after crediting gross portfolia investiment income.

* Annex 3, Tahle 1.
{5 In Art. 34, partot |7 {a), partof |7{c)andpanof |l 5a).
(6) In principle, in addifian to the charges in An. 34 identified in the Manual, this should includs

any element of "other chargas™ (1l 8) which is associated with aperating revenue nol included in the

technical account {viz. 3¢ + 3d on page 114).

(7} These include the labour alemant of claims management costs, as deducted fram gross claims incurred
(4c on page 114),
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TABLE 2

INTER-RELATIONSHIPS BETWEEN THE MANUAL, AND THE ACCOUNTING DIRECTIVE

(Articlas 34, 63 and 64}, and tha Third Directive Article a4)

Manual

(Coda)

Accounting Directlve

Third Directive

Artlelas 63/64
Art. 34 Reinsurances
Acceptad (1}

Art. 24

Direct Diract
Insurance {2) Insurance {3)

Graas pramiums written:
Direcl insurance
Feinsurances accepled
Girass premiums earned
Gross claims incurrad

Reirgurance balance

Commissivns payahle 10 agents

Gross oparating expenses (5)

MNotes

(1} Only distinguishad in Art, 63, if mora than 10% of gross pramiums written.
(2) With analysis by 10 products: in the Manual alss for premiums ceded,
{3) With analysis by 7 products.

g§1a)
31b)

85

84

13c

86a

Part of 86a,
g6b, 11, 12

11 {a} {
{
I 1{a}
Lass
11 {¢)
| 4 {a} {aa)

+/- 14 {b) (aa}

|7
(a) to {c)

LD

x (4)

X {4

{4} Itis nul clear whethar the refarence 1o "premiums” is to gross premiums written ar to Qross
premiums earned : both are specified in An. 63,

(3) Adicle 34 describes the total of itlems | 7 {a)to {d) as "net”
expanses in Article €3 is not defined, but it

cperating expenses. The term "gross’ operating
is likely to mean the total of items | 7 (a) ta (o).
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TABLE 3

DEFINITION OF THE "ADJUSTMENT ITEM” {1)
{Non-Lia Insurance, grass of reinsurance)

IN ARTICLE 34 OF THE ACCOUNTING DIRECTIVE, THE FOLLOWING HEADINGS
ARE SHOWN BOTH GROSS AND NET OF REINSURANCE (2}

HeadIngs In Arlicle 34

Hem N* Description Gross Reinsurers’ Net
in Table* Share
1a Gross premiums writlen, total | 1{a} 11 {b) F1{a}/ {b}
ib Change in provision for unearned premiums i 1{c) i1{d) 11 (e),/{d)
4a Claims paid | 4{a) (aa) [ 4(a) (pb) 14 (a)
4h GChanga in provision for claims | 4{b} {aa) | 4 {b) {bb} | 4 (B}
3a Cammissions and profit - 17 |7
participalions received
The following items are only
shown nat of reinsurance:
3bh Other technical incomea “e .. 13
laorda Bonuses and rebates .. .. B
5 {part) Change in olher technical provisions .. .. 15
9b (part) Ciher technical charges .. .. 17
The total of the above four itams can be
darlvad as a residual (3) Balance X
Rainsurance Balance Article 63
Balancs X (sae abova), with sign reversed,
is tha "adjustement item"
Notes

Y Annex 3, Table 1.

(1) The adjustmant item which converts items onfy shown net of reinsurance,
(2} Orrelate only 1o transactions with reinsurers (heading | 7)

(3} This total Is likely to be a smali figure.



120

Comment on item 2 in Table 1 of this Annex. " Gross portfoliv investment income"

For definition, see Manual. The item remains defined as the income of the reporting insurer
{direct insurer or accepting reinsurer) on his portfolic assets (corresponding to his technical
provisions). It does not allow for the benefit which the direct insurers's policy-holders get from
the investment income on the assets of the reinsurer to whom the direct insurer cedes premiums.
A vomplete cstimate should allow for the reduction in the direct insurer's investment capacity
due to reinswrance, in other words for the income received by the reinsurer on assels
corresponding to the gross technical provisions of the direct insurer, far which the reinsurer iy
responsible. This would be shown as a increase to item 2, offset by on Increase to item 8a. {ltem
numbcrs as it Table 1 of this Annex).

At the level of aggregates for the whole insurance plus reinsurance activity, at least in a closed
ceonormy, item 2 without adjustment is the same 4 item 2 increased and offset by un increase to
item Ra. It is not the same for open economies, particularly if the economy is a substantial net

Imporier, or net exporter, of reinsurance services. See Annex 7 on the national accounts cancepts
page 122,

To compile these further estimates of the imputed tlows of investment income berween dircet
insurers and reinsurers would require estimation, not additional datu collection. For instance, a
standard rate of return, derived from Article 34 and the tatal of Articles 6, C, 1b, 3h, 4b, 6¢. But
it becomes more difficuit if it is desired o introduce estimation which allows for the diffcring
propartions of the varions products which are reinsured, and for the differing iimportance of
claims outstanding according to the product. A refincment of this kind might well be NECEssury
if there is u substantial amoont of export, or unport, of reinsurance services.
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ANNEX 7

RELATIONSHIP BETWEEN THE YARIABLES AS DEFINED

IN THE MANUAL AND THE NATIONAL ACCOUNT
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A - Diagramgtic exposition of

Relationship with national accounts concepts

{Non-llfe Insurance)

Residant Rasldent Resldant Men-Resident
Policy Dlrect Relnsurar Direct Raelnsurer Policy
holdar Insurer Ingurar Holder
Premiums = L ] e TR e
Earned rermvm ] G eee = <= 1@ s
OIS ;R >
Gross portiollo
Investment B .l S A S . ] [ ——
thcome .. 20------ > £ BB —mmmna
{Imputed flows)  ....__. .« [ -
Claims E 45----- - —— 4b S — -
Incurted . T Se—
PR T, -
. 1= RaRSRSEEr
Othar changes In < e 58--- 5h -- .
technical provisions o B mmnmmme
ER——, N —
-5
Premlums + Investmant Income Flaws 1 ¢ 2

{Imputad prem|um supplaments)

1a, 2a

1h, 2b
"Imputed flows  { 16t
not identilec  } 1d*
inihe Manual { 1e”

Claims & other technlcal provisions

4g, 5a
4b, 5h
4c, 5¢
44, 5d
4g, 5a

Gross premiums earned }
Gross portivlio invasiment income } resident policy holders
Gross premiums earned }

}

Gross parttollo investment incame non-resident policy holders
Share of resident reinsurers in gross premiums aamexi

Share ot nen-resident reinsurers in gross premiums samed

Reinsurances accapted (gross premiums aarned) by resident

reinsurers frem non-resident dlrect insurers

There are correspending imputed flows of investment income (2c, 2d, 2e)

Flows 4 +5

Claims + other technical provisions incurred to resident policy holders
Claims + other technical provisions incurred to non-resident palicy helders
Rasldant rainsurars'share in 4a, 4b or 5a, 5b

Naon-resident reinsurers’ share In 4a, 4b or 53, 5b

Share of resident rensurers in claims + other technical provisions

of nan-resident direct insurers

Flows type c (only) disappear on consalidation of tha rasident divect insurance plus reinsurance activily,



Relationship with hational accounts concepts, continued

tem (N° + Descriplion}

{. Prerniums earned
{direcl insurance plus
reinsurancas accepted)

2, (3ross portlclio invesiment
inGone

4. Gross claims incured;
-0n direct insurance
-0n reinsurance accepted

- Tolal

5. Other technical incoms,
cther technical provisions

€. Balance = Service charge

to pohcy-halders
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B. Tabular exposition of

(by flows, as numbered in A}
{(Nan-fite Insurance)

Total ot resident
insyrance/ralnsurance

Graoss Aclivity on National
Amounts Relnsurors'shara Aeccounts Basis
Resident Non-Resldent Tatal
Reinsurers  Reingurerg
(i} (i} {iiy (v} v}
= (i} less (i)
1a la+1b+1a
£ 1b 1c 1d less 1d
1a less 1c (1}
. 2a 2a(2)
z 2b é“:— Zb
da }
Sab )
ac )
el
£ 4a 3) 43
o} 4c 4d S 4b ] less 4d
40} de )
5a (2} Ba
< sb £ 5bless 5d
be he 5d - be

{rasidant + nan resident)

Holes

{11 Flow which disappear on consolidation of the resident insurance plus reinsurance
ﬁi‘:li\.’liy {1¢c belng recarded both as premlums caded and reinsurances ac:ceptad).

{2) Niot aMlowing for the following imputed flows: the"share" of resident direct insurers in the
investment income of nan-resident reinsurars and the "share” of non-rasident rainsurars
in the investment income of resident insurers who accept reinsurances.

Imputed flow which disappears on consalidation.

{3) Flows 4: + 5c disappear on consalidation.

N° of Imputed Flows

28
2d

2c
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C. ldentification in the Manual of the "Cells” in Sheet B
(relationship with national accounts concepts, continued)

Hem (N° + Description)

1. Premiums sarmed
(direct insurance plus
reirsurances accepted

2. Gross poertfolio investment
income {2)

4. Grogs claims incurred:
-en direct insuranca

on reinsurance accepted

- Total

5. Other technical income,
other lechnical provisions,
adjustment item

6. Balance = Service charge

to policy-halders

[shewing Code Nos in the Manual]

{Non-lite insurance)

Total of resident
insurance/reinsurance

Gross Activity on National
Amounta Reinsurers'share Accounts Basis
Resident Mon-Resident Total
Relnsurers Reinsursrs
(] (i (iii) (iv) )
= {i) logs (Y
Code Code Code
Hoc Balance Boc i BS¢ i As aside
82a - 823
Art. 63
Art. 63
Coda 84 Balance {3) Cotle 84 i As aside (3)
Codes B3b (ii}, Code B0t As aside (3}
85c i, 8, Balance (3)
Balance of Balance of
above {4} above (4)

(resident + non resident)

Other revenue itams

Ja Commissions + profit
participations from rainsurers
3b Amounts raceivable from
afliliates for services renderad
3¢ Other operating revenue
{eg ancidury activities)

7. Balance = Yalue of Praducton:

gross of reinsurance
net of reinsurance
Notes

Hia

Bic

B3d

21

(1] Using written premiums caded to non-resident reinsurers as a proxy.

(2] See note (2) in Sheat B.

(3) Not precise, as no figure is identified in column {iii}. Precisely it wauld be - Coda 84

(ol (i) less col {iv) plus .

col {iiiy).
(4} This sub-atal is not shown in Table 3 of Annax 3. The point is that the balances in rows § + 7 of this taole

214

are nol the sarme. Tho balance in row 6, colurmn {v), as needad for the natieral accounts, is closar

to Code 21a than to Code 21, since 1t is net of transactions with resident rainsurers, (bul should be
gross of fransactions with non-resident reinsurers).



