
 

Sunny Life Case Study 

Reference Material for IAA Webinar on Assessing Actuarial Reports 

(Contents of this case study are fictional but based on real situations) 

Introduction 

You are an insurance supervisor for the island jurisdiction of Sunderland. You have been assigned 

to perform a supervisory review of the actuarial reports prepared by the Appointed Actuary (AA) 

of Sunny Life, Tom Jones for the valuation of insurance liabilities for the calendar year ended 

December 31, 2019. 

You have 8 years of supervisory experience with the Financial Services Office (FSO) of 

Sunderland and while you have considerable experience with the insurance sector both from a 

supervisory perspective (both life and non-life), you do not have formal actuarial training. 

You have been asked by your manager to review Tom’s actuarial report(s) and prepare follow-up 

questions relating to a) Tom’s work and b) any supervisory concerns his reports might suggest 

regarding Sunny Life. 

Sunny Life 

Sunny Life is a large well established life insurer with a significant presence in Sunderland as well 

as operating broadly in the regions neighbouring Sunderland. Sunny Life’s operations include 

multiple lines of business including traditional life and annuity products, investment contracts, unit-

linked life and annuity products, group pensions and group life and health business. 

Tom Jones is the Appointed Actuary (AA) for Sunny Life and is a member of a globally recognized 

Full Member Association (FMA) of the International Actuarial Association (IAA). Tom has been 

with Sunny Life for many years and is part of the senior management team. 

Public and Regulatory Financial Reporting Background 

In Sunderland, insurers are required to report their public financial results in accordance with 

IFRS. The valuation of insurance obligations is carried out in accordance with a method called 

Gross Premium Method (GPM). This method will be replaced in a few years by IFRS 17. In the 

meantime, it provides a realistic forward looking valuation using assumptions for all contingencies 

(e.g., mortality, persistency, morbidity, investment return and maintenance expenses) with are a 

combination of best estimate and margin for adverse deviations.  

The FSO requires certain adjustments to the GPM for its supervisory reporting, including the 

exclusion of negative reserves made possible by GPM as well as a limited capital deduction for 

cash value deficiencies (i.e., excess of reserve over cash surrender values on each contract). 

In the past, the FSO has relied on the work of AA’s, has imposed few requirements regarding 

their work (i.e., beyond the use of the GPM valuation method) and has generally accepted AA 

reports with limited review due to their technical nature. Your FSO manager is hopeful your review 

of Sunny Life’s actuarial reports will suggest lines of questioning and assessment that will enable 

even non-actuarial supervisors to better understand the potential solvency risks posed by 

Sunderland’s insurers. 

 



 

Sunny Life Reports on Its Actuarial Liabilities 

As you begin your supervisory review of report(s) by Tom Jones on the insurance liabilities of 

Sunny Life you notice three relevant documents for your review: 

- Report of the AA to the Board of Sunny Life 

- Report to the external auditor 

- Report to the FSO as required by regulation 

The following are your observations from each report. 

Report to the Board 

Tom indicates at the beginning of his 

report that it is intended solely for the 

Board and provides results on a public 

reporting IFRS basis. He indicates that the 

valuation results are not appropriate for 

regulatory filing with the FSO nor do they 

meet any content requirements of the FSO 

for actuarial reports. 

Within the report Tom describes sensitivity 

testing he has conducted on the actuarial 

liabilities. The largest sensitivity is to a 

decline in interest rates presumably in 

traditional businesses. However, the 

report provides no further confirmation of 

this or narrative about risk management of those sensitivities. There is no indication if this 

sensitivity refers to the investment assumption overall (i.e., bonds and equities etc.) or just to bond 

yields. 

Tom describes the valuation method used for different lines of business as follows: 

a) Traditional and unit linked business - Reference to GPM documents from regulator – 

Projected CF’s, best estimate and margins. 

b) Guarantees and options have been included in the valuation – most significant are in tax 

approved deferred annuities through minimum rate guarantees prior to annuitization and 

minimum annuity conversion options. 

c) Future Bonuses have been included in the valuation. 

d) Negative reserves – A result of GPM – Allowed for by IFRS (note – pre-IFRS 17) but not 

regulatory filing. 

e) Deposit admin – fund balance used. 

Tom provides a useful chart showing the movement of liabilities from the end of 2018 to the end 

of 2019 in the categories of model refinements, assumption updates and growth in in-force. 

Perhaps incidentally, the net result of both refinements and assumption changes nets to almost 

zero. 

IFRS Valuation of Insurance 
Liabilities   for global operations 
of Sunny Life 
at Dec 31, 2019 (i.e. GPM basis) 

U$ Millions 

Traditional:  

   Life (100) 

   Annuity 2,000 

Investment contracts 250 

Unit-linked:  

   Life 1,000 

   Annuity 4,000 

Group Pension 700 

Group Life and Health 50 

Total Liabilities 7,900 



 

Tom also provided the Board with a table of valuation adjustments demonstrating his in-depth 

knowledge of the underlying business and systems issues where additional provisions were 

needed. (e.g., non-active immediate annuitants, late claimants, other data issues etc.) 

Report to the External Auditor 

You also reviewed correspondence between Tom and Sunny Life’s external auditor. Tom 

provided documentation of his choices of valuation assumptions. In general, you note that Tom 

appears to provide good summary descriptions of the judgement applied to connect experience 

studies to the assumptions used in the valuation. 

The description of one of the more important assumptions – the valuation interest assumption – 

was discussed in more depth than observed in Tom’s other reports. Of possible concern is the 

assumption of a total rate of return on equities of 7.5% (3% dividend yield +4.5% appreciation) 

with only a limited margin of .5% (i.e., reduction from 7.5%). Due to the significant equity positions 

held in support of the traditional products (i.e., 28% of assets) this aggressive choice of 

assumption for equities could significantly understate the value of traditional insurance products. 

Report to the FSO 

As you review Tom’s report on the insurance liabilities as required by FSO regulation and the 

Insurance Act, you ruefully recall that the regulation leaves considerable room for the AA to report 

in as much – or little – as they wish. Until now this had not been an issue for the FSO as it normally 

received then filed such reports with little review. However, with your new duty of trying to improve 

supervisory effectiveness and the proactivity of solvency assessment, you begin examining Tom’s 

report with increased scrutiny. 

Tom describes in his FSO report the GPM valuation method used as well as the adjustments 

necessary to conform to regulatory requirements (i.e., no negative reserves). You note that Tom 

has not indicated in this report or his report to the Board that his work was completed in 

compliance with relevant actuarial standards. 

As you dig into the report you read a useful summary of valuation assumptions. On reflection, you 

note that much more useful info was provided in the report to the Board and to the auditors on 

assumption development from experience studies as well as any valuation adjustments that were 

made.  

You note that the report to the FSO contains many pages of tables of data (e.g. seriatim listings 

of cash surrender values, negative reserves, CV deficiencies) which lengthen the report but 

provide no useful insight for you into the risks faced by Sunny Life. A simple summary of important 

totals, reconciliation of their movement and expert commentary on the key takeaways would have 

been preferred. Tom reports that the aggregate negative reserves amounted to U$450 million 

(i.e., regulatory insurance liabilities are higher than IFRS insurance liabilities by this amount). 

Tom provides some insight into the development of Sunny Life’s regulatory surplus position. At 

the end of 2019 it totalled U$750 million of which about 1/3 appeared to be attributable to existing 

par business and the remaining 2/3 attributable to shareholders. As you reflect on these numbers 

you wonder about the ability of the total surplus to withstand different types of scenarios. The FSO 

has yet to introduce risk-based capital requirements. You also wonder if the par surplus will ever 

be returned to par policyholders due to the small amount of this business that remains in-force. Is 

the growth of the non-par business reliant on the par surplus? Is the non-par surplus sufficient on 



 

its own for the shocks that may occur (e.g., investment return)? Do the par liabilities fully provide 

for future bonus levels? 

 

Having completed your review of Tom’s 3 actuarial reports regarding his 2019 valuation of Sunny 

Life’s insurance liabilities, what questions do you have relating to a) Tom’s work and b) any 

supervisory concerns his reports might suggest regarding Sunny Life. 

END OF CASE STUDY 

 


