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Solution » -

t - )
3’87)000
Total claims paid in 2011-12 5

Add: 12 (30,000 + 24,000) ‘ )

Claims outstanding on 31-3- ( 4,41,000

' 81,000

Less: Claims outstanding at the beginning (45,000 + 36,000) S50
| 175,000 mn
Less: Reinsurance claim - —— | (F:

s: F 1,85,000 y

Claim to be charged to revenue a/c — ing
Determination of Profit of Life Insurance Business . dis
.of accounting prescribeq T 3

~ Before the implementation of the new system
by Insurance Regulatory and Development AuthorIty (IRDA)’ the profit of a life
insurance company was determined as follows: | po

1. Compute life assurance fund at the end of the year. So

2. Determine the net liability as on that date. (Net liability is the difference
" between the present value of future premiums and the present value of
estimated future liability on all policies in force. This is done by expert
called actuary). Tc

3. Find out the surplus or deﬁc1ency by prepanng a valuation balance
sheet. ‘

Valuation Balance Sheet

Valuation balance sheet is a statement prepared by a life insurance company
to find out the profit or loss by comparing its life assurance fund with the net liability:

The form of valuation balance sheet is as follows: - E
, Valuation Balance Sheet as on ............ . | ,

To Net Liability as per actuary’s xxxx |By Life assurance fund . XXXX
valuation : y

” Surplus (bal. fig.) : . XXX | " Deﬁciency (bal. fig) - Cxxx |
XXXX , @ C
. 1

Treatment of Profit

According to Section 28 of the Life Insurance Corporatlon Act, 95% of the
profit of a life insurance company is declared as bonus to policyholders and only
5% is available to the shareholders of the company. Distribution of profit is done
as follows
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: 95% to policyholders.
m bonus already paid,

6. Theresultant figure is the amount ay

[llustration 12: A life ins
Its life urance COmpany getsitsvaluation mad i tw 1
years. assurance fu eonceineverytwo .

ailable to policyholders as bonus.

rs during the last two years.

| Prepare a statement showing the amount now available as bonus to
policyholders.

Solution
Va_luation Balance Sheet as on 31-3-2017
3 ' 3
To Net Liability as per By Life assurance fund 60,00,000
actua.ry"s valuation '52,72,000 :
’  Surplus (bal. fig.) 7,28,000
» 60,00,000 . 60,00,000
Statement showing bonus due to Policyholders
' ; 7,28,000
: sheet 140,
Surplus as per valuation balance o 5 3,50,000 |
Add: Interim bonus paid | 8 P 10,78,000
: , y 60,000
Less: Dividend payable Net Profit 10,18,000
9,67,100
95% to policyh()lders = p 2»?2’(1)38
Less: Bonus already paid Amount due to policyholders ,17,

I
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Illustration 13: The life assurance fund of a life insurance company as on E
31-3-2020 is 86,48,000. The interim bonus paid during the period was = |

% 1,48,000. The net liability as per actuarial valuation is % 7 4,25,000. Surplus |
brought forward from the previous valuation period was ¥ 8,50,000. The directors |
of the company proposed to carry forward % 9,31,000 and to divide the balance
between the shareholders and the policyholders in the ratio of 1:10.

Show 1. Valuation balance sheet
2. Net profit for the valuation period

{
{
. |
3. The distribution of surplus et
Solution , | In
’ : |
‘ ’ | I€
Valuation Balance Sheet as on 31-3-2020- ;‘
{
| 3 ) 5' In:
To | Net Liability 74,25,000 |By | Life assurance fund 86,48,000 -
’ |
? | Surplus 12,23,000 ,‘ no
|
86,48,000 86,48,000 ; ™
Statement showing net profit | Lif
| 3 }
Surplus as per valuation balance sheet : . 12,23,000 ; gen
Add: Interim bonus paid 1,48,000 i
| . " N ' ' _ 13,71,000 )
Less: Surplus b/f from previous period 8,50,000 |
Profit for the period : 5,21,000 }
{
Statement showing distribution of profit }
' !
Total profit available . 13,71,000 ’;
Less: Profit to be carried forward - 9,31,000 ll
Divisible profit : : ' 4,40,000 }c
40,000 |
Less: Share of shareholders 4,40,000 x — j
14 ' 4,00,000 'J
Share of policyholders A ,00, }
Less: Amount already paid 1,48,000 :
Amount now available to policyholders 2,52,009j j
!
!
?
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