


SAMPLE ANSWERS AND EXAMINER’S REPORT 

 

QUESTION 18 

TOTAL POINT VALUE: 2.75 LEARNING OBJECTIVE: C1  

SAMPLE ANSWERS  

Part a: 2.25 points 

Total Ceded Commission Income = Total Unearned Commissions at beginning of year + Total 
Reinsurance Ceded Commission Written – Total Unearned Commissions at end of year 
 
Property Reinsurance Assumed Commissions = Property Net Commissions – Property Gross 
Commissions + Property Ceded Commissions = 10,000 – 13,000 + 5,000 = 2,000  
 
Total Reinsurance Assumed Commissions = Auto + Property = 1,000 +2,000 = 3,000  
Total Commission Expense = Total Deferred Commissions at beginning of year + Total Direct 
Commissions + Total Reinsurance Assumed Commissions – Deferred Commissions end of year = 
30,000 + 23,000 + 3,000 – 35,000 = 21,000  
 
Total Gross Commissions = Commission Expense + Gross Contingent Commissions + Gross Other 
Non-Deferrable Commissions = 21,000 + 5,000 + 3,000 = 29,000  
 
Total Ceded Commissions = Commission Income + Ceded Contingent Commissions + Ceded Other 
Non-Deferrable Commissions = 11,000 + 2,000 + 1,000 = 14,000  
 
Total Net Commissions = Total Gross Commissions – Total Ceded Commissions = 29,000 – 14,000 = 
15,000  
 
Alternative solutions: 
Net commission in respect of Auto premium written = 10,000 + 1,000 – 4,000 = 7,000  
Total net commission in respect of premium written = 7,000 + 10,000 = 17,000 
Adjustment for deferred commissions = 30,000 - 35,000 = -5,000  
Net contingent commission  = 5,000 – 2,000 = 3,000  
Net other non-deferrable commission  = 3,000 – 1,000 = 2,000 
Ceded commission income = Adjustment for unearned commissions + commission in respect of 
Reinsurance ceded => Adjustment for unearned commissions = 11,000 – 9,000 = 2,000  
 
Total net commission  = Total net commission in respect of premium written + Adjustment for 
deferred commissions + Net contingent commission  + Net other non-deferrable commission  - 
Adjustment for unearned commissions  = 17,000 + (-5,000) + 3,000 + 2,000 – 2,000 = 15,000  
 

Part b: 0.5 point 

Non-deferrable commissions are those that cannot be readily identified as exclusively relating to 
and varying with the acquisition of premiums and therefore are not recoverable.  

 

EXAMINER’S REPORT  

Candidates were expected to know the calculation for total net commissions from 80.10 in the 
P&C 1 
They were also expected to know what deferrable commissions were 



SAMPLE ANSWERS AND EXAMINER’S REPORT 

 

 
No candidate received full marks for this question 

A few candidates received full marks for part a), and the majority of candidates received 
partial marks for part b) 

Part a 

 Candidates were expected to know the formula to calculate the Total Net Commissions 

 Candidates in general used the alternative approach. 

 Candidates in general did well in solving Net Commissions in respect of premium written.  

 Most candidates calculated the adjustments for deferred commission correctly. 

 The majority of the candidate solved net contingent commissions and net non-deferred 
commission correctly. 

 Common mistakes include 1) instead of subtracting commission income, some candidates 
add commission income back, 2) A lot of candidates don’t understand that ceded 
commission income includes commissions in respect of premium written, resulting in 
double counting the commission for reinsurance assumed. 
 

Part b 

 Candidates were expected to know the definition of deferrable commissions 

 Many candidates missed “that cannot be readily identified as exclusively relating to and 
varying with the acquisition of premiums” 

 Some used “not deferrable” to define the term. 

  


