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Background

Insurers are engagcd in the pooling of risk. Insured persons or businesscs pay a premium 1o
insurance carriers to pcrform this function. In addition, there is an associated function of providing
annuities and managing pension funding. These activities involve investment of the policyholders
funds.

Insurers may also engage in-other activities such as sales and management of mutual funds. Of
course they also make loans to policyhalders.

To reduce the overall risk to any one business, it is common to reinsure, that is, to make an agreement
with another insurer to spread the risk. The reinsurer reccives a portion of the premium, pays a
portion of the selling and claims costs, and invests and receives the investment income from the
policy reserves. In some cases there is an agrecment between the two parties to the reinsurance to
share profits on their joint insurance activity. Policy rescrves are set aside to pay future claims.

Generally a licence is required to undertake insurance business in a country, There are often two
types of insurance licences - the first is life and annuity and the second is property and casualty.
Either of these two categories could take the form of stock companies, which issue shares, or mutual
companies in which the policyholders are the owners. In addition some companies are not separately
incorporated in the country of operations but rather operate as branches of foreign insurers. These
branches would be considered resident for purposes of measuring production that is, they would
be included in the GDP of the country.

Usually it is necessary for and insurer to be licensed in each country in which it operates. However,
there may be exceptions. For cxample, within the European Community, being licensed in one
country permits the insurer 10 operate in other EC countrics. At the present time most of the exports
and imports of services are related to reinsurance. This could change in the case of an arrangement
such as the EC. This would require the collection of different information in the model survey in
order to measure GDP correctly within countries.

Conceptual Model and Data Requirements

Nominal VYalues

In the basic model, insurers receive revenue from two sources - premiums and invesanent income.
This revenue consists of two components - a service charge for the insurance services and a transfer

component to pay claims. The insured effectively barters the investment income for a lower rate
of premiom.

The gross output of the insurer consists of the following:

Premiums + Investment Income - Claims



Chart 1 illustrates the basic model and shows the various service and payment flows.
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- Between the insurer and the beneficiary, there is a payment in respect of claims incurred in the
current period.

. Between the insured and the insurer, there is 8 premium flow.

. Between the insurer and the insured there is a barter arrangement in which the insured barters the
investment income on the reserves in order to reduce the premium level.

- These two flows in combination consist of two components - a payment for a service and a
payment which is a provision for future claims associated with those income flows. The payment
for future claims is a transfer to the insurer which will eventually be returned to the beneficiary
in the form of a claim.



- Between the investee and the insurer is a flow of investment income. This investment income is
a transfer between the investee and the insurer. The right o retain this transfer represents the barter
arrangement with the insured.

There are several issues. First should investment income be included in revenue of the insurer.
Secondly, which types of investment income should be included in revenue. Finally, how should
net underwriting revenue be derived.

Inclusion of Investment Income in Output

The inclusion of investment income must be justified since the normal treatment in production
statistics of investment income is that it is a transfer and not a payment for production.

Investment income has been included in the proposed model survey for a number of reasons.

1. Insurers state that they charge lower premiums because they receive investment income. This
suggests a barter arrangement and that investment income should be included in revenue from
production.

2. Without investment income non-life insurers and life insurers would be in a loss position.

3. The failure to recognize investment income for annuities would be absurd - look at the case of
moncy purchase annuities where the payment is deferred. The value of the original premium
would never cover the payments if investment income were not included.

This can be also be demonstrated by considering the differences in products for Lfe insurance
and annuities. In simple terms there are two "pure” products which are combined differenty into
different commodities - a pure insurance product (variable premium term insurance) and a pure
investment product (a single payment annuity with a guaranteed fixed payment at some future
date). Most of the various products of lifc insurance and annuity companies can be considered
to be combinations of these pure products.

The Definiden of Claims

The issue is what definition of claims to deduct from revenue to determine service charges. To do
this it is helpful to consider the three different major products - life insurance, annuities and property
and casualty insurance - separately.

The practices of insurance companies in recording revenue is one factor in this decision. Only
eamed premiums are included in the revenue of the insurer. The eamned premiums are calculated
on the basis of the coverage period that is within the accounting period. This is consistent with the
treatmient in other industries where revenue would only include the revenue eamed in the current

period. Put differently, payments in respect of past or future coverage periods would notbe included
in revenue, '



Property and casualty insurers calculate a net underwriting income which is premiums less claims.
Property and casualty insurance contracts have a one year term. In calculating the net underwriting
income, the insurer deducts an amount which is the sum of actual claims, unpaid reported claims
and unreported claims related to the premiums carned in the period. Claims that are for previous
accounting periods would not be deducted from current period’s revenue in calculating net
underwriting income.

The alternative to this treatment s to include claims in the period in which they are paid. However,
this seems intuitively unappealing, since there could be a lengthy period between claims and the
income from which the claims are paid. In the exreme, revenue could all be received in one period
and claims paid in another. There would be 2 large positive service charge in the first peried and a
large negative service charge in the second.

For life insurance and annuities a large part of current periods income is for the payment of claims
in future periods. Reserves for future clairms amount to 20 times claims paid in the current period.
Consequently 2 large part of the total amount st aside for claims is actually a transfer to reserves.

Rating Experience Refunds and Policy Dividends

In some kinds of insurance, the insured may reccive a rcturn of premiums, where the claim
experience is lower than cxpected or where the investment income is higher than expected.

There are basically two different possible treatments of these flows. They could be treated 2s 2
wansfer from the insurer to the policyholder - like dividends. Alternately they could be treated as
a reduction of premium, although the amount is not known at the time that the premium is paid.

The proposed treatment is to reduce premiums by the amount of Rating Experience Refunds and
Policy Dividends actually paid to the policyholder. However, amounts that are are not withdrawn

should be treated as premiums and added to the investment account. They would then accumulate
investment income.

The client that reinvests his refunds or policy divididends ( bonuses) is receiving a larger amount
of portfolio management than the one who does not. As a consequence, it would be possible to
define *wo different products in that they contain different amounts of portfolio management.

However, given the current state of measurment of the insurance industry, this is an unnecessary
refinement.

The Definition of Investment Income

The proposal is to include all forms of investment income in the value of investment income. This
would include forms that may be considered as transfers - interest income - and capital gains. Some
capital gains should be amortized over the period to which they apply. This is proposed for bonds

and debentures and mortgage loans. For other gains ¢.g. gains on the sale of property, realized gains
should be used.



The Commodity Disaggregation of Gross Output

To calculate nominal gross output by commodity for insurance products the proposed approach is
to extend the approach taken for the total gross output to the commodities. In other words to
calculate premiums plus investment income less claims for cach commodity.

An alternative would be to treat underwriting activity and investment activity as two scparate
catcgories of products each with a different commodity composition and each with a scparatc
deflation methodology. Investment activities would be a single product and underwriting would be
divided into a variety of products. However, there appear to be a series of products on a continuum
from pure insurance to pure investment. To separate these activities would require separating them
for each product. That is each mixed insurance and investment product would have to be reated
as two products, effectively two different transactions with each client. This does not seem
reasonable, and is certainly inconsistent with the treatrnent of goods.

Reinsurance

To understand the approach to reinsurance, it is necessary to explain the assumptions about the
nature of reinsurance. It is assumed that the direct insurer maintains the relationship with the-client
(payment of claims, collection of premiums and other administrative costs associated with the
policy). It is also assumed that the reinsurer receives a portion of the premiums, maintains reserves

and invests them and pays a portion of the claims and the administrative expenses of the direct
insurer.

Chart 2 shows the flows of payments for services and some of the other flows. All of the cross
hatched flows represent payments for services. If they point towards the insurar they are gross
output and if they point away they are intermediate input. In the diagram, flow aumber one consists
of the total premiurn income (including reinsurance) and investment income (on reserves reduced
by reinsurance). To obtain the full price of insurance requires adding flow 3 which is the value of
investment income earned by the reinsurer.

The basic assumption is that there is one set of products produced. All of the primary and
intermediate inputs associated with the provision of the insurance contracted for by the direct insurer
should be considered as being used in the production of the direct insurer.

Flow number 1 also includes the service value of flow number 2. This is intermediate input to the
direct insurer and gross output to the reinsurer. The relationship between direct insurer and reinsurer
is similar to that of a general contractor and a subcontractor. The general contractor provides the
service o the client and subcontracts certain parts of the work. The value of the reinsurance service
should be the total premium income recieved plus investment income less expenses charged by the
direct insurer to the reinsurer plus any profit sharing recicved from the reinsurer and less any profit
sharing paid to the reinsurer. In other words, the value of the reinsurance service is premiums less
provision for claims reduced by policy acquisition and claims administration expenses of the direct
insurer that are charged to the reinsurer plus the profit sharing adjustment mentioned above.



Chart 2
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Claims are not cross hatched and are not censidered a payment for a service but rather a transfer.
The rationale for this is that, the total premiums plus (bartered investment income) consist of a
service portion and a transfer portion. The service portion is estimated residually by deducting the
transfer portion (usually expressed as claims) from the total payment. Aside from this relationship,
that is its use to measure the service portion to be included in gross output, claims are not related
to output. In this agsumption, the service component is the same regardless of whether the particular
client made a claim or not. There is an average service to each client {of the same type of insurance).
This applies to intemal and extemal transacton. In additon, there may be claims paid from the
current or accumulated transfers (reserves). These I would regard as completely separate from the
payments for services. T would not calculate the services portion separately (by deducting claims
from premiums) for each client or group of clients (including non-resident reinsurer). The service

provided to non-residents would be the same fixed proportion of premiums and investment income
as for residents.



To complete some other relationships in the diagram, flow 5 includes flow 6. Flow 4 is equal to
flow 8. The investment flows related to direct investment only arc represented by flow 7 which is
included in flow 1.

Estimating Constant Price Gross Qutput

The intention is to estimate constant price gross output as it is usnally estimated for other industries.
Individual commodity of outputs must be revalued to base-year prices. Total gross output in
constant prices for the industry is the sum of the gross output in constant prices of the individual

commodities. Price indexes or quantity projectors must be developed to revalue gross output to
base year values.

The Definition of Insurance Commeodities

For purposes of deflation, commodities should be defined so they are similar in terms of price
change and different in terms of price change from other commodities. Since the commodity
classification must be delincated initially without actuat data on price movements, it is necessary
to describe products whose characteristics suggest that they would probably have different price
movements or, if it is not possible to judge this, which might have different price levels. In theory,
price in this case shounld refer only to the "insurance service charge”.

The conceptual model suggests that there are at least two broad activities - direct insurance
intermediation and reinsurance It appears that these two products should be distinguished in the
data collected because they are different in nature - certainly they have a very different price level,
Furthermore, they must be distinguished for each type of insurance.

The Valuation of Commodities

The conceptual model does imply that data are needed about investrnent income, direct insurance
premiums and claims, and about reinsurance with a commodity dimension. However, since it is
not the practice to segregate investments by line of insurance, it is proposed to distribute investment
income on the basis of the commaodity distribution of policy (technical) reserves.

In this proposed approach, there remains one problem - how to attribute investment revenue bartered
by the direct insurer to the reinsurer. There are potentially two different rates of return on
investments that could be applied - the rate realized by the direct insurer and rate realized by the
reinsurer. insurer, there might be a significant additional burden to prepare it. It would probably
be appropriate to use the rate of interest carned by the direct insurer. If there is a difference between

the rate realized by the direct insurer and the reinsurer, it would appear as a different level of profits
for each,



DATA ITEM DIRECT REINSURANCE REINSURANCE
INSURANCE CEDED ACCEPTED

Items Needed With a Commeodity Dimension

Premiums Direct Insurer Diract Insurer Reinsurer
Claims Direct Insurer Direct Insurer Reinsurer
Technical Reserves Diirect Insurer Direct Insurer Reinsuorer
Premiums less Claims | Not Applicable Direct Insurer! Reinsurer”
Administration and

Policy Acquisition
Expenses +/- Profit
Sharing on
Reinsurance

Items Needed Without a Commodity Dimension

Investment Income

1. This is part of intermediate input of the direct insurer.
2. This is part of gross output of the reinsurer.

Although all of these data ¢lements are needed based on the conceptual model, it is not clear that
all data elements need to be collected and if cach data element should be treated as 2 commuodity.
Investment income (including technical reserves) is obviously not a separate commodity.

The previous section dealt mainly with the commadity dimension of gross output (the exception is
reinsurance) which is gross output of the direct insurer and intermediate input for the reinsurer. In
addition, there is a requirement to distinguish those costs that are intermediate and those that are
primary. This will be a problem mainly with independent (selling) agents and claims adjusters.
Insurers may not distinguish between own staff and external staff costs.



The Relationship to the Standard Model Survey Format

For convenience of presentation a number of modules of the standard model survey format have
been combined in tables 1-7 in the next section of the model survey. The following table indicates
the relationship between the tables and the standard modules. The data should be combined as
proposed in the previous sections to obtain data by cornmeodity.

RECONCILIATION BETWEEN TABLES 1-7 AND STANDARD
MODULES OF THE MODEL SURVEY

Tablo 1 |Table 2 |Table 3 |Tabie 4 [Table 5 [Table 6 | Table 7
Column
Module 2 - Revenue from tha Sale of 16 1-6 12 13
Sarvices
Module 3 - Intarmediate Inputs 7-9 7-9 1,3
Module 5 - Exports 1,2 1-6 1-6 2.4
Module 6 - Imports 7-9 7-8 2.4

10



TABLE 1 - DIRECT INSURANCE, REINSURANCE ACCEPTED AND CEDED (LIFE INSURANCE)

Divec! insurance (Gross Output) Relnsurance Accepted (Gross Output) Relnsurance Ceded (Intermediate i
Claims ' Claims Claims
Inchucling Including Inchucing
Additions to Addhions 1o Additions o
Policy Policy Policy Pollcy Policy Policy
(Actuarial ) (Actuarial) (Actuartal ) (Actuarkal) {Actuarial ) (Actuariaf)
Pramiums Reserves Reserves Premuma Reseorvos Resorves Pramk.ms Ressrvoes |Reservas
1 2 3 4 5 6 7 8 )
{Term Life Insurance 1
Other Life Insurance -
Partipating 2
Other L Insurance - Non-
Particlpating 3

Annulty { Panslon Funding)

Services - Participat 4
Annuity (Pension Funding)
Services- Non-Participating 5

iomar Lite Insurance and
Pension Furkling Senvices | &
1. Direct insurance ard relnsuranos accepted are gross output. Reinsurance cadod Is iIntermediate nput.

2. Prmiums {columns 1,4 and 7) shoukd be calcutated as groas premiums tesa rating experience refunds and policyhoidara dividends pald.

3, Palicyholders dvidends not pald (9. reinvested) should be Includad In reservas.

4. Proviglon for unreported clalms (cokumna 2,5 end B) should be used to distribute lnvestmant incoms by product , If soma other method of distribution wera used, then tis
data would not need o be colleced.

5. Clalms {columna 3,6 and §) Includes provision lor unreportad clalme {column 2, 5 and 8).

6. Reinsurance assumed dalms (colurmn 8) should ba decreased by this amount of proft participation pald to direct insurees and reduced by the amount uf profit panidlpation
recdeved from direct insurers.

7. Relnsurance paid claima {column §) should be Inareated by any proilt participetion reclaved from dlirect nsurers and reduced by any profit paricipation pald to

direct lnaurers,
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TABLE 2 - DIRECT INSURANCE, REINSURANCE ACCEPTED AND CEDED (NON-LIFE INSURANCE)

Direct Insurance (Gross Quiput) Aeirsurance Accepted {Gross Output) Rekn surance Caded (intermediate |
Claims Claima Claims
Including Inciuding inciuding
Provislon for  |Provision for Provislon for  {Provision tor Provisionfor  {Provision for
Unpald end  |Unpald and Unpakdand  [Unpaki and Unpaid and  |Unpaid and
Unreported  [Unreported Unreported  |Urwrepodted Unreported Unreported
| Premiuma Clalms Claims Premiuma Clalms Clalms Premiuma Claims Clalms
] 2 3 4 5 ] 7 8 9
Motor vahide 1
Marna/Aviation 2
Fire and Property K]
Liabillty 4
Accident and Health E]
Othor 6

1. Direct nsurance and reinsurance accepted are gross output Reinsurance ceded fs Intermediate Input.

2. Premiums (oolurnine 1,4 and 7) should be caloulated es gross premiums leas rating expariance refunds and policyholders dividends

3, Proviskon for unreported clalms {oolumns 2,5 and 8} sould be uxad 1o distribute Investment incorme by product . If some other mathod ol distribution were used, then this
data would not nesd to be collectad.

4. Clams {eclumns 3,6 and 8) ingudes provision for unreporied clalma (columa 2, 5 and 8).

5. Retnsurance assurmed caims (column &) should be decrsased by the amount of proft participation pudd 1o direct Insurars and reduced by the amount of profit parnticipation
receved from direct insurars. '.

6. Aasnsurance pald daims (column 0} should be Increased by any profit pardcipation recleved from dired lnsurers and reduced by any profit participation pakd to

direct Insurers.
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TABLE 3 - SOURCES OF INVESTMENT INCOME

n-
lrsurance Ilnsumnoe

1 2

Intersst Eamad

Bonds and Debortures

[Morigage Loans

Loans 1o Policyholders

Other

Amortization

Bonds and Debentures
Loans

Dividarcs

Real Estals

Renials

|Gains on tha Sale of Praparty
Gains on the Sate of Securlly
1. Interest samed (Rows 1-5) should b included rot intarest racleved.
2. Urraallzed gairss on bors and dabenturas{Fow 7) and mortgege kans (Row 8) should be Included .

3. Gross rent should be Included. Expenses related b rertal income shauld be treated as inermediate and primary Inputs.
4_ Gains on the Sale of property (Row 12) and gaing on the sale of sacurities {Row 13) shoukd be included when raalized.

O |~d (o [ |03 Eng |-

-
o=
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—
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h

-
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L
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TARLE 4 - DIRECT INSURANCE, REINSURANCE ACCEPTED AND CEDED

(LIFE INSURANCE) WITH NON-RESIDENTS

Dicact Insurance (Exports) Aginsurance Accopted {Exports) Reinsurance Caded (imports}
Clalma Clalms Clalms
Including Including Inchucking
Addltions to Additions to Additions o
Pollcy Policy Policy Policy Policy Pollcy
{Actuariad ) |{Actuarial) (Actuadal ) | (Actuarial) {Actuarial }  {{Actaarial)
Promiums Aeserves Resorves Promiums Resoives Reserves Premiums Ressrves Pesorves
1 2 3 4 5 B 7 8 )
Term Lie Insurance 1
Other Life Insurance -
Participating 2
Other Life Insuranca - Non- ﬁl
Participating 3
Annuity ( Pension Funding)
Servicas - Participating 4
Annutty (Penslon Funding)
Serices- Non-Participatl 5
Other Lite insurance and
Pansion Funding Services | 8

1. Dirsct Insurance and relnsurmnce accepted are grons autput Relnsurance ceded Is intermediate input.

2, Premiums (columna 1,4 and 7) should be calculated as gross premiums less rating sxperiwncs refunds and policyholders dividends paid.

3. Policyholdera dividends not peld (.6, reinvestad) should be induded in reserves,

4. Provigion for unveported claima (columne 2,5 and 8) should be used o distribule Invesiment incoma by product . f some other method of distribudon were usad, then this
data would not nesd 1o be colected.

5. Clalms {columns 3,6 and 8} indudes provislon for unreporied dlaims {column 2, 5 and 8). '

6. Reinsurance assumed daims {column 6) should be decrensed by the amount of prof participation paid to direct insurars and reduced by the amount of prait participatior
recsived from direct insurers,

7. Reinsurance daims (column 9) shouk be Fcreased by any profit pardcipation reclaved from diroct Insurers and reduced by any profit partidlpation pald to

diract insurers,

B. Pansicon Funding I8 Included in Annuity Services
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TABLE § - DIRECT INSURANCE, REINSURANCE ACCEPTEDM_J?D CEDED
WITH NON-RESIDENTS BY COMMODITY B

Dk wct Insurance (Exports) Reinsurance Accepled (Exporta) 1 - Reinsurance Ceded (Imports)
Claima Clalma
Inckeding - Inchading
Claims \ Provision for ervlllm lor
including Unpeid and _ Unpaid and
Provision for |Provision for Provision for  |Unreported Provision for  {Unrepofied
Unpald and  |Unpald and Unpaid and  [Clalms +/- Unpaldand  (Clalms ‘d-
Unreported  |Unreported Unreported  |Profit Unreported  [Proft -
Premiumy Ctalms Clalma Promiuma _ {Clalmy Participation | Promiums Clalms Participation |
1 2 3 i & & 7 8 b ]
Motor vehicie 1 ’
Marine/Aviation 2
Fira and Propenty 3
Lability 4
Accident and Haalth 5
Other ]

1. Diract insurance and reinsurance acoepted are exports. Relnsurance ceded Is Imports.

2. Pramiums {columns 1.4 and 7) should be calculated as gross premiums (eas ratng experience relunds and polcyhoidars dividends

2. Provision tor unreported clalms [columns 2.5 and 8) shauid be used 1o distribute investmant income by product . If soms other mathod of dstribution ware used, then this
data woitld not nesd to ba aollected. [dealy the data on unneported claims shauid be weighted by tha number of days during the year.

4. Claims (coumns 3,6 and 6) Includan provision for unrepartad clalms (oolumn 2, § wnd B). .

5. Aeinsurance assurmed daims (column B) shoukd be decreased by the amount of proit participation paid 10 direct Insurers and reduced by the amount of proft partidpation

recaived from direct Insurera.
6. Reinsurance paid dalms {column 9) should be increased by any profit participation recatvad from direct insurers and reduced by any peolik pardcipation pald fo

direct inaurers,
7. The commodity detail in this 1able Is the minimum. It could ba expanded according to the imporiance of commodides in individual countriea.
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TABLE 6 - REVENUE FROM OTHER SOURCES

{ife Insurance and

Annutties Non-Life Insurance
All All
sources |Exports  [Sources |Exports
] 2 3 4

A, Service Charges on Deposits 1
B8, Portfolio Managment Services 2
C. Insurance Broking and Agency Services
(CPC 81401) 3
D. Average and Loss Adjustment Services
(CPC 81403) 4

£. Other Services Auxiliary to Insurance and
Penrslons Funding (CPC 81402,81404,81409) 5

F. Other Operating Revenue 6

1. Portfollo Management services might need fo be speciied In mare commaodity detall.
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TABLE 7 - GENERAL, OPERATING AND
INVESTMENT EXPENSES

Life nsurance and |

Annutties

Non-_#e Insurance

From All
Sources

Imports

From AB
Sources

Impons

A. Wages and Salaries and Employes Benelits

1

{a} Wages and Salaries

—

2

(b} Employee Benelits

B. Purchasad (External) Business Services
(a) Purchased Legal Expenses

3

4

(b) Purchased Adjustment and Appraisal Services
(CPC 81401)

{¢) Purchased Computer Services (CPC B4)

{d) Purchased Advertising and Sales Promotion

(8) Purchased Medlical Examination Fees

~ |y (|

() Other Purchased Services Incidental to
Insurance and Pension Funding (CPC
8140281404 81405 61409)

{g) Cther Purchased Business Services

(h) Counsslling Fees {CPC 81332}

C. Occupancy and Rental Property Costs

{a) Depraciation

{b) Rental and Leasing of land and buildings
{CPC 82)

{c) Other Occupancy Costs (not elsewhere

specified) 13
D. Telecommunication Services (CPC 752) 14
E .Real Estate Services (CPC 822) i5
F. Utilitles 16
(. Matarials and Supplies for Own Use 17
H. Property and Other Non-Commodity :
Indirect Taxes

(a) Property and School Taxes 18
(b} Permits, Licences and Other Non-Commodity
Indirect Taxes 19
I, Royalties and Patent Fees 20
J. Services from Related Partles (Not Included
Above) 21
, Administrative and General Expenses

(Please Specify ) 22
TOTAL OPERATING, ADMINISTRATIVE AND
GENERAL EXPENSES 23
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- - MODULE 4 - INVENTORIES

Life Insurance Non-Life Insurance

Opening [Closing  |Opening |Closing
] 2 3 4

Inventories 1

18




MODULE 7 - EMPLOYMENT

Non-Ufe Insurance

Lfe h';éﬁrcnce

Males

Females

Males

Females

q))

(2)

)

(4)

Paid Employees

- Full Time

- Part Time **

Agents and Brokers

- Full fime

- Part Time **

Total

~JJO o] M |CO N3] —

** No definltion of part-time Is provided as It differs between countries. Each
country should define part-time according to its own conventions.
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MODULE 8 - FIXED ASSET STOCK, ADDITIONS AND DISPOSALS

Additions Reduction in Assets
Transfars from
To Work  [Work in New Revaluation,
Opening [in Progressto  [Assets - Write-offs and _ Closing
Balance |Progress |Fixed Assets |Purchased] Used Assets Retirements | Disposals [Balance
1 2 3 4 6 8

Investment Assets -
Work in Progress 1 - (RG YD
Fixed Assets 2 T ELE
Land 3 PARNAR o #] +
Building 4 Ribdr o 4] +
- Residential 5 AEFIEA I 4] +
- Non-Residential 6 PR 57 )+
Other 7 RS R 41 +
Total 8 0
Work In Progress -
Fixed Assets 9 AHkdl RN
Land # Wk AN +
Building # 1o ¥t WA +
- Residantial # R gtk B
- Non-Residential # B O
Other # i +
Total [ 0

1. Other (Rows 7 and 14) includes leasehold improvements and machinery and equipment,

2. All values are gross i.e, before daducting accumulated depreciation

3. Additions should be gross of governemant grants, tax credits and donations.
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MODULE 9 - RESEARCH AND DEVELOPMENT

A. Has the organlization been nvoived in R &D during the perlad 7

Lile

Insurance

and

Annutities

Non-Life
Insurance

1

2

CURRENT EXPENDITURES ON R2D

{a) Wages and Salares

-

{b] Other Current Cests

Total

CAPITAL EXPENDITURES ON RAD

{a) Land

ltb) Bulidings

(c} Equipmant

~J Ech | Lo | B

Tolal

Total Expanditure on R&D

21

Yos [eotes.

No []End of this module
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A Comparison of Proposed CPA, the CPC and Commaodities Available in Canada

The following table compares the categories in the CPA with the categories currently available in
Canada. The comparison raises 5ome questions. Some of the links represent bast guesses.

For the non-life insurance products it is possible to find a common set of classes that ¢an be used
by the EC and far Canada, These items are noted in upper case bold in the follawing table in both
the CPA and Canadian columns. As the table shows this proposal has some disagreement with the
currant version of the CPC: some of the classes from the CPC would be eliminated. 1t is also likely
that more commodity detail would be needed for some countries.

For the life insurance, pensions funding and annuity commodities, there is as yet no agreement
within the EC countries. The CPA included in the table is one of a number of versions that was
under consideration. tn order to design a commaodity classification for life insuranca,pension funding
and annuities, there are a number of issues that must be decided.

Should there be a breakdown of insurance and annuities between group and individual policies?

- Should term insurance be a separate commodity from whole life insurance. Whale life contains
a significant investment component. It is often argued that there is very little whole life
insurance sold compared to term insurance and consequently on the grounds of significance,
whaole life does not warrant a separate commodity class. The level and evolution of price for
term insurance would virtually be dependent on the pure insurance activity.

- Should pension funding be a separate commaodity from annuities? Should management of
pension funds for others be a separate commaodity? It is not difficult 10 distinguish life
insurance and annuities in the commodity dimension. From the production point of view, it
would not make sense to distinguish annuities which are part of pansions from those which
are not. In the production sense such a distinction would only be needed if the value and
evolution of price were quite different. The major distinction between annuities that are
pensions and those that are not is that some of the annuity considerations {paymants) come
from tax paid funds and some do not. This would not materially affect the costs for the writer
of the annuity to produce the product and probably would not affect the price level or change
for the product. Information on registered plans could be obtained from the tax authorities.

- Should the various forms of whole life insurance be separate commodities? In the CPA proposal
there ars a number of categories which depend on the maturity and the contractual agreerment
concerning the bearing of investment risk.This decision should depend on how different the
prices are for similar coverage. Since we do not have the information ta determine this, it is

necessary to guess how different they would be in terms of the share of pure insurance and
portfolio management.

- Should commodities be delineated to aid with sectoring of the production of life insurance?



I Canadian Categories CPA

CPC

A. Individual Life Insurance
{a} Participating

B. Group Life Insurance
{a} Participating

66.01 Life Insurance
Services

66.01.1 Underwriting and
Invastment Services
{whare the policias mature
on the death of the policy
holder)

686.01.11 Contracts which
mature whenever death
occurs ("Whole of Life")
68.01.12 Contracts which
mature only if death occurs
within a stated period of
time

66.01.2 Underwriting and
Investment Services
{whereg the policies mature
on sufvival of the policy
holder or named person)
66.01.22 Contracts where
the maturity value is
affected by bonuses not
specified at the outset
“bonua contracts”
66.02.23 Contracts where
the maturity value depends
entiraly on the performance
of a segregated fund in
which premiums are
investad ( “contracts
where the investment risk
is borne by the policy
holder”)

66.01.6 Gther
underwriting and
Investment Services
belonging to activity
68.01, excluding pension
funding {66.01) when this
is a secondary activity
66.01.7 Reinsurance
accepted on lifa risks

A. Individual Lite Insurance
b} Non-participating

B. Group Life Insurance
[b) Non-participating

66.01.21 Contracts where
the maturity value is
specified at the outset
*non-bonus® Contracts
66.01.7 Reinsyrance
accepted on life risks

81211 - Life insurance
services




C. Individual Annulty Saervices
{a) Participating .
(b} Nan-participating

D. Group Annuity Services
{a] Participating
{b)} Non-participating

€. Other Annuity Services
{a} Sattlement Annuities
{b] Disahility Annuities

F. Staff Pension and Insurance
(a) Staff Pension and

Insurance

66.01.3 Underwriting and
Investmant Services
related to the sale of
annuities

-66.01.4 Underwriting and

Investment Services
ralated to permanant health
insurance policies

66.01.5 Investment and
Investment Services
related to Capital
Redamption Palicies
66.02 Pension Funding
Services

656.02.1 Schemes for
individuals

66.02.11 "Bonus and Non-
bonus” ¢ontracts
66.02.12 Contracts where
the pension depends
entirely on the value of a
segregated and unitized
fund managed by the
intermediary

66.02.2 For Groups
66.02.21 "Money
Purchase” bonus and non-
bonus cantacts with a life
insurance enterprisa
66.02.22 "Monay
Purchase” type where the
fund is unitized and
managed by a financial
intermediary

66.02.23 "Final Salary”
type, pension depends on
final salary and length of
contribution

B1212 - Pension and
gnnuity services

FIRE AND PROPERTY
G Property
{a} Personal
{b) Commarcial
L. Fidelity
M. Hail
P. Mortgage
R. Titie

FIRE AND PROPERTY
€6.03.5 Fire and Other
Praoperty Damage or Loss
65.03.10 Other Non-Life
Insurance Services n.e.c.
66.03.7 Assistance
{Including Travel)

81295 - Fire and other
property damage insuranca
sarvices

812968 - Pecuniary loss
insurance services




LIABILITY

K. Credit

Q. Surety

N. Legal Expenses

J. Builer and Machinery
0. Liability

LIABILITY

66.03.8 Credit and
Suretyship

66.03.92 Legal Expanses
66.03.6 General Liability
Insurance

81297 - General liability
insurance services

AUTOMOBILE
H. Automobile

{a) Liability

(bl Personal Accident
H. Automobile

{c) Other

AUTOMOBILE

66.03.2 Moter Vehicle
Insurance Services
66.03.21 Third Party
Liability

66.03.22 Damage or Loss
Services- Third Party
Liability :

81292 - Motor vehicle

-insurance services

MARINE/AVIATION
l. Aircraft
S. Marine

MARINE/AVIATION
€6.03.3 Marine, Aviation
and Other Transport
Vehicle Insurance Services
- Goods in Transit
insuranca Saervices

- Aircraft

= Aircraft Liability

- Ships (sea, lake, river and
canal Vessels)

- Liahility for shipsisea lake
river and canal vessals)

81293 - Marine, aviation
and ather transport
insurance services

81294 - Freight insurance
services

ACCIDENT AND HEALTH
T. Accident and Sickness

ACCIDENT AND HEALTH
66.03.1 Accident and
Health Insurance Services

81291 - Accident and
sickness insurance services

OTHER NON-LIFE INSURANCE

66.03.11 Reinsurance of
Mon-life Risks n.e.c.

81289 - Other insurance
Services




