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10. Insurance

General insurance

General insurance comprises short-duration contracts,

principally property and liability insurance contracts. Due to

the nature of the products sold – retail-based property and

casualty, motor, home and personal health insurance contracts

– the insurance protection is provided on an even basis

throughout the term of the policy.

Premiums from general insurance contracts are recognised in

the accounting period in which they begin. Unearned premiums

represent the proportion of the net premiums that relate to

periods of insurance after the balance sheet date and are

calculated over the period of exposure under the policy, on a

daily basis, 24th’s basis or allowing for the estimated incidence

of exposure under policies which are longer than twelve

months. Provision is made where necessary for the estimated

amount of claims over and above unearned premiums including

that in respect of future written business on discontinued lines

under the run-off of delegated underwriting authority

arrangements. It is designed to meet future claims and related

expenses and is calculated across related classes of business

on the basis of a separate carry forward of deferred acquisition

expenses after making allowance for investment income.

Acquisition expenses relating to new and renewed business 

for all classes are expensed over the period during which the

premiums are earned. The principal acquisition costs so

deferred are commissions payable, costs associated with the

telesales and underwriting staff and prepaid claims handling

costs in respect of delegated claims handling arrangements for

claims which are expected to occur after the balance sheet

date. Claims and the related reinsurance are recognised in the

accounting period in which the loss occurs. Provision is made

for the full cost of settling outstanding claims at the balance

sheet date, including claims estimated to have been incurred but

not yet reported at that date, and claims handling expenses. The

related reinsurance receivable is recognised at the same time.

Life assurance

The Group’s long-term assurance contracts include whole-life

term assurance, endowment assurance, flexible whole-life,

pension and annuity contracts that are expected to remain in

force for an extended period of time. Long-term assurance

contracts under which the Group does not accept significant

insurance risk are classified as financial instruments.

The Group recognises the value of in-force long-term

assurance contracts as an asset. Cash flows associated with

in-force contracts and related assets, including reinsurance

cash flows, are projected, using appropriate assumptions as to

future mortality, persistency and levels of expenses and

excluding the value of future investment margins, to estimate

future surpluses attributable to the Group. These surpluses,

discounted at a risk-adjusted rate, are recognised as a

separate asset. Changes in the value of this asset are included

in operating profit.

Premiums on long-term insurance contracts are recognised as

income when receivable. Claims on long-term insurance

contracts reflect the cost of all claims arising during the year,

including claims handling costs. Claims are recognised when

the Group becomes aware of the claim.

Reinsurance

The Group has reinsurance treaties that transfer significant

insurance risk. Liabilities for reinsured contracts are calculated

gross of reinsurance and a separate reinsurance asset recorded.

11. Taxation

Provision is made for taxation at current enacted rates on

taxable profits, arising in income or in equity, taking into

account relief for overseas taxation where appropriate.

Deferred taxation is accounted for in full for all temporary

differences between the carrying amount of an asset or liability

for accounting purposes and its carrying amount for tax

purposes, except in relation to overseas earnings where

remittance is controlled by the Group, and goodwill.

Deferred tax assets are only recognised to the extent that it is

probable that they will be recovered.

12. Financial assets

On initial recognition financial assets are classified into held-

to-maturity investments; available-for-sale financial assets; held-

for-trading; designated as at fair value through profit or loss; or

loans and receivables.

Held-to-maturity investments – a financial asset is classified as

a held-to-maturity investment only if it has fixed or determinable

payments, a fixed maturity and the Group has the positive

intention and ability to hold to maturity. Held-to-maturity

investments are initially recognised at fair value plus directly

related transaction costs. They are subsequently measured at

amortised cost using the effective interest method (see

accounting policy 3 above) less any impairment losses.

Held-for-trading – a financial asset is classified as held-for-

trading if it is acquired principally for the purpose of selling in

the near term, or forms part of a portfolio of financial

instruments that are managed together and for which there is

evidence of short-term profit taking, or it is a derivative (not in

a qualifying hedge relationship). Held-for-trading financial

assets are recognised at fair value with transaction costs being

recognised in profit or loss. Subsequently they are measured

at fair value. Gains and losses on held-for-trading financial

assets are recognised in profit or loss as they arise.

Designated as at fair value through profit or loss – financial

assets that the Group designates on initial recognition as being

at fair value through profit or loss are recognised at fair value,

with transaction costs being recognised in profit or loss and

are subsequently measured at fair value. Gains and losses on

financial assets that are designated as at fair value through

profit or loss are recognised in profit or loss as they arise.

Financial assets may be designated as at fair value through

profit or loss only if such designation (a) eliminates or

significantly reduces a measurement or recognition

inconsistency; or (b) applies to a group of financial assets,

financial liabilities or both that the Group manages and

evaluates on a fair value basis; or (c) relates to an instrument

that contains an embedded derivative which is not evidently

closely related to the host contract.
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The principal category of financial assets designated as at fair

value through profit or loss is policyholders’ assets

underpinning insurance and investment contracts issued by

the Group's life assurance businesses. Fair value designation

significantly reduces the measurement inconsistency that

would arise if these assets were classified as available-for-sale.

Loans and receivables – non-derivative financial assets with

fixed or determinable repayments that are not quoted in an

active market are classified as loans and receivables except

those that are classified as available-for-sale or as held-for-

trading, or designated as at fair value through profit or loss.

Loans and receivables are initially recognised at fair value plus

directly related transaction costs. They are subsequently

measured at amortised cost using the effective interest method

(see accounting policy 3 above) less any impairment losses.

Available-for-sale – financial assets that are not classified as

held-to-maturity; held-for-trading; designated as at fair value

through profit or loss; or loans and receivables are classified as

available-for-sale. Financial assets can be designated as

available-for-sale on initial recognition. Available-for-sale

financial assets are initially recognised at fair value plus directly

related transaction costs. They are subsequently measured at

fair value. Unquoted equity investments whose fair value cannot

be measured reliably are carried at cost and classified as

available-for-sale financial assets. Impairment losses and

exchange differences resulting from retranslating the amortised

cost of currency monetary available-for-sale financial assets are

recognised in profit or loss together with interest calculated

using the effective interest method (see accounting policy 3

above). Other changes in the fair value of available-for-sale

financial assets are reported in a separate component of

shareholders’ equity until disposal, when the cumulative gain 

or loss is recognised in profit or loss.

Regular way purchases of financial assets classified as loans

and receivables are recognised on settlement date; all other

regular way purchases are recognised on trade date.

Fair value for a net open position in a financial asset that is

quoted in an active market is the current bid price times the

number of units of the instrument held. Fair values for financial

assets not quoted in an active market are determined using

appropriate valuation techniques including discounting future

cash flows, option pricing models and other methods that are

consistent with accepted economic methodologies for pricing

financial assets.

13. Impairment of financial assets

The Group assesses at each balance sheet date whether there

is any objective evidence that a financial asset or group of

financial assets classified as held-to-maturity, available-for-sale

or loans and receivables is impaired. A financial asset or

portfolio of financial assets is impaired and an impairment loss

incurred if there is objective evidence that an event or events

since initial recognition of the asset have adversely affected

the amount or timing of future cash flows from the asset.

Financial assets carried at amortised cost – if there is objective

evidence that an impairment loss on a financial asset or group of

financial assets classified as loans and receivables or as held-

to-maturity investments has been incurred, the Group measures

the amount of the loss as the difference between the carrying

amount of the asset or group of assets and the present value of

estimated future cash flows from the asset or group of assets

discounted at the effective interest rate of the instrument at initial

recognition. Impairment losses are assessed individually for

financial assets that are individually significant and individually

or collectively for assets that are not individually significant. In

making collective assessment of impairment, financial assets

are grouped into portfolios on the basis of similar risk

characteristics. Future cash flows from these portfolios are

estimated on the basis of the contractual cash flows and

historical loss experience for assets with similar credit risk

characteristics. Historical loss experience is adjusted, on the

basis of current observable data, to reflect the effects of current

conditions not affecting the period of historical experience.

Impairment losses are recognised in profit or loss and the

carrying amount of the financial asset or group of financial

assets reduced by establishing an allowance for impairment

losses. If in a subsequent period the amount of the impairment

loss reduces and the reduction can be ascribed to an event

after the impairment was recognised, the previously recognised

loss is reversed by adjusting the allowance. Once an

impairment loss has been recognised on a financial asset or

group of financial assets, interest income is recognised on the

carrying amount using the rate of interest at which estimated

future cash flows were discounted in measuring impairment.

Financial assets carried at fair value – when a decline in the

fair value of a financial asset classified as available-for-sale

has been recognised directly in equity and there is objective

evidence that the asset is impaired, the cumulative loss is

removed from equity and recognised in profit or loss. The loss

is measured as the difference between the amortised cost of

the financial asset and its current fair value. Impairment losses

on available-for-sale equity instruments are not reversed

through profit or loss, but those on available-for-sale debt

instruments are reversed, if there is an increase in fair value

that is objectively related to a subsequent event.

14. Financial liabilities

On initial recognition a financial liability is classified as held-for-

trading if it is incurred principally for the purpose of selling in

the near term, or forms part of a portfolio of financial

instruments that are managed together and for which there is

evidence of short-term profit taking, or it is a derivative (not in

a qualifying hedge relationship). Held-for-trading financial

liabilities are recognised at fair value with transaction costs

being recognised in profit or loss. Subsequently they are

measured at fair value. Gains and losses are recognised in

profit or loss as they arise.

Financial liabilities that the Group designates on initial

recognition as being at fair value through profit or loss are

recognised at fair value, with transaction costs being

recognised in profit or loss and are subsequently measured at

fair value. Gains and losses on financial liabilities that are

designated as at fair value through profit or loss are recognised

in profit or loss as they arise.

Financial liabilities may be designated as at fair value through

profit or loss only if such designation (a) eliminates or

significantly reduces a measurement or recognition

inconsistency; or (b) applies to a group of financial assets,

financial liabilities or both that the Group manages and

evaluates on a fair value basis; or (c) relates to an instrument 




