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What Profit do you Want?

Alternative Reporting For Same Experience

Conservative® Conservative® Aggressive Life Company
Bank Bank gains Bank Defers Defers
Unrealised realised’ Expenditure Expenditure
Gains Realised or
Unrealised
Gains
Income 100 100 100 100
Less
Expenditure (90) (90) (90) (90)
Add back
Deferred Expenditure - - 20 20
Reported Profit before 10 10 30 30
Investment Gains
Investment Gains - 10 - 10
Total Reported Profit 10 20 30 40
* gains realised to create a fAprofito.

# fully expends all costs.
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|
Definition of Holistic Financial

Reporting

NA financi al reporting
the income, expenditure and changes in
val ue of al | aspect

Implies - Realistic and Informative




Definition of Profit

OXFORD DI CTI ONARY: AFI NANCI AL GAI N FROM TH

Capital = 1,000; used to purchase listed shares

Cash flow i sal e Cash flow i no sal e

Purchase (1,000) Purchase (1,000)

Dividends 40 Dividends 40

Sale 1,100 Value 1,100

Financial gain 140 Financial gain 140
to reporting date

REPORTED PROFI T AFI NANCI AL GAIN UP TO REPORTI NG DATE

NEED TO BE REALISTIC/I NFORMATIVE DEMANDS AMARK TO
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Accounting for Goodwill

INVESTMENT IN FINANCIAL SERVICES COMPANY

BANK BUYS 100 BANK INVESTS 10 LIFE COMPANY INVESTS 10
AND BUILDS UP BUSINESS AND BUILDS UP BUSINESS
Y1 NTA 10 NTA 10 NTA 10
Goodwill 90
Total 100 Total 10 Total 10
Y5 NTA 10 NTA 10 NTA 10
Goodwill 90 Excess of MV 90
Total 100 Total 10 Total 100
Y5 Profit to date 0 Profit to date 0 Profit to date 90
Sale for 105 Sale for 105 Sale for 105
Profit 5 Profit 95 Profit 5
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Accounting for Goodwill

INVESTMENT IN FINANCIAL SERVICES COMPANY

BANK OWNS LIFE COMPANY OWNS

Y1 Cash profit 6 6
Revaluation profit - 4
Total Profit 6 10
Y2 Cash profit 6 6
Revaluation loss - (4)
Total Profit 6 2

Management performance - How to reward?

Achieving cash profit may have been fieasyo

Revaluation profit/loss may have resulted from sharemarket movements.

Al ignment with sharehol dersd interests? Life compa

Actual v budget results, but reduce impact of external influences?
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Company owns Another Company
- Consolidation of Profit

BANK OWNS LIFE LIFE COMPANY HOLDING LIFE COMPANY
COMPANY OWNS LIFE TRANSFERS BUSINESS
COMPANY TO SUBSIDIARY LIFE
COMPANY
Parent Company
- Cash Profit 20 20 -
- Revaluation - - -
Subsidiary Company
- Cash Profit 6 6 26
- Revaluation - 4 11
Reported Profit 26 30 37
Holistic Profit 37 37 37
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Fair Values

Market Values: Current Listed Share Price: Current Share Price if
Listed.

Use of Option Pricing in Market.

Stochastic Methods where no market and Assets/Liabilities
asymmetric (Guarantees, Options).

Liabilities: Immediate Option Value (e.g. Surrender Value); Separate
offsetting Asset = Fair Value of effect of other options (e.g. Value of
expected Future Distributable Profits)

Measurable? - Every thing of perceived value must have a financial
value.

Measurement methodology - will be developed, if need arises.
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Financial Reporting - Current
Issues

A Executive Options

A General Insurance Accounting

A Reinsurance Accounting

A Accounting for Goodwill

A Accounting for Leases

A Solvency/Capital Adequacy

A Superannuation Liabilities

A Life Company Owning Another Life Company
A lAAust Initiative
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