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What Profit do you Want? 
Alternative Reporting For Sam e Experience

Conservative
#

Bank

Unrealised

G ains

Conservative
#

Bank gains

realised
*

Aggressive

Bank Defers

Expenditure

Life  C om pany

Defers

Expenditure

R ealised or

U nrealised

G ains
Incom e 100 100 100 100

Less

Expenditure (90) (90) (90) (90)

Add back

Deferred Expenditure - - 20 20

Reported P rofit before

Investm ent G ains

10 10 30 30

Investm ent G ains - 10 - 10

Total R eported Profit 10 20 30 40

* gains realised to create a ñprofitò.

# fu lly expends a ll costs.
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Definition of Holistic Financial 

Reporting 

ñA financial reporting system which covers 

the income, expenditure and changes in 

value of all aspects of an entity.ò 

 

Implies - Realistic and Informative 
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Definition of Profit 

Capita l = 1 ,000; used to purchase listed shares

Cash flow ï sale Cash flow ï no sale

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

D ividends 40 D ividends 40

Sale 1,100 Value 1,100

Financia l ga in 140 Financia l ga in

to  reporting date

140

REPORTED PROFIT = ñFINANCIAL GAIN UP TO REPORTING DATEò

NEED TO BE REALISTIC/INFORMATIVE DEMANDS ñMARK TO MARKETò UNREALISED GAINS

OXFORD DICTIONARY: ñFINANCIAL GAIN FROM THE USE OF CAPITALò 
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Accounting for Goodwill 

B AN K  B U YS 100 B AN K  IN VESTS

AN D  B U ILD S U P B U SIN ESS

10 LIFE  C O M P AN Y IN VESTS

AN D  B U ILD S U P B U SIN ESS

10

Y1 N TA 10 N TA 10 N TA 10

G oodwill 90

Tota l 100 Tota l 10 Tota l 10

Y5 N TA 10 N TA 10 N TA 10

G oodwill 90 Excess o f M V 90

Tota l 100 Tota l 10 Tota l 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

INVESTMENT IN FINANCIAL SERVICES COMPANY 
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Accounting for Goodwill 
INVESTMENT IN FINANCIAL SERVICES COMPANY 

B AN K  O W N S LIFE  C O M P AN Y O W N S

Y1 C ash profit 6 6

R eva luation  profit - 4

Total P rofit 6 10

Y2 C ash profit 6 6

R eva luation  loss - (4)

Total P rofit 6 2

Management performance - How to reward? 

Achieving cash profit may have been ñeasyò 

Revaluation profit/loss may have resulted from sharemarket movements. 

Alignment with shareholdersô interests? Life company numbers better base  

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

- Consolidation of Profit 

B AN K  O W N S LIFE

C O M P AN Y

LIFE  C O M P AN Y

O W N S LIFE

C O M P AN Y

H O LD IN G  LIFE  C O M P AN Y

TR AN SFER S B U SIN ESS

TO  SU B SID IAR Y LIFE

C O M P AN Y

Parent C om pany

- C ash P rofit 20 20 -

- R eva luation - - -

Subsid iary C om pany

- C ash P rofit 6 6 26

- R eva luation - 4 11

R eported Profit 26 30 37

H olistic  P rofit 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 

ÅExecutive Options 

ÅGeneral Insurance Accounting 

ÅReinsurance Accounting 

ÅAccounting for Goodwill 

ÅAccounting for Leases 

ÅSolvency/Capital Adequacy 

ÅSuperannuation Liabilities 

ÅLife Company Owning Another Life Company 

ÅIAAust Initiative 


