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In effect since 1 January 2005

Published in the newspaper Latvijas Vestnesis (The Official Gazette of the Government of the Republic of Latvia) No. 208 on 28 December 2004

With amendments:  
Decision No. 45 of the Board of the Financial and Capital Market Commission of 10 February 2006 (minutes No. 8 p. 2) 
(published in the newspaper Latvijas Vestnesis No. 27 on 15 February 2006, in effect since 16 February 2006)
REGULATIONS ON ESTABLISHMENT OF TECHNICAL PROVISIONS OF INSURERS AND PRIVATE PENSION FUNDS AND CALCULATION METHODS THEREOF

Adopted in accordance with Clauses 1 and 2 of Article 6,

 Clauses 1 and 2 of paragraph 1 of Article 7

 and Clause 2 of Article 17 of the Law

 on the Financial and Capital Market Commission, 

  paragraph 7 of Article 40 of the Law on

 Insurance Companies and Supervision Thereof 

 and paragraph 7 of Article 23.1 of

 the Law on Private Pension Funds

“Regulations on Establishment of Technical Provisions of Insurers and Private Pension Funds and Calculation Methods Thereof” (hereinafter – the Regulations) shall be binding on commercial companies in the form of insurance joint stock companies, mutual insurance co-operative societies and branch offices of insurers of non-member states as well as private pension funds, which in accordance with licence conditions, offer specific payment plans, specific contribution plans with fixed income or pension plans, in which covering of biometric risks is provided for. All clauses of these Regulations shall be binding on insurers, except for Clause 3.1, and on private pension funds Clauses 1 and 3.1 of these Regulations shall be binding.

1. PROCEDURE FOR ESTABLISHMENT OF TECHNICAL PROVISIONS 

1.1. The management of the insurer shall approve the procedure for establishment of the technical provisions specifying:

1.1.1. types of technical provisions according to the insurance provided and reinsurance accepted;

1.1.2. periodicity of calculation of the technical provisions for each type of technical provisions;

1.1.3. formation procedures of the technical provisions for each type of technical provisions, specifying given name, surname and position of the responsible employees; 

1.1.4. calculation control procedures of the technical provisions for each type of technical provisions, specifying the given name, surname and position of the responsible employees; 

1.1.5. approval procedures for the calculated technical provisions, specifying the given name, surname and position of the responsible employees; data bases the insurer uses for calculation of technical provisions and list of information (record fields) stored therein;

1.1.6. interest rates, mortality tables and other sources of statistics used for calculation of technical provisions;

1.1.7. calculation methods of technical provisions for each type of the technical provisions.

2. METHODS FOR CALCULATION OF TECHNICAL PROVISIONS IN NON-LIFE INSURANCE

2.1. Technical provisions of unearned premiums 

2.1.1. Technical provisions of unearned premiums shall be formed by the share of gross insurance premium written that relates to the time period from the technical provisions calculation day until expiry of the insurance contract, in order to cover claims and expenses in accordance with the effective insurance contracts.

2.1.2. Technical provisions of unearned premiums shall be calculated for each insurance contract separately.

2.1.3. Technical provisions of unearned premiums shall be calculated from the gross insurance premium written. In the mandatory civil liability insurance for owners of land means mandatory deductions specified in paragraph 5 of Article 17 of the Mandatory Civil Liability Insurance of Owners of Motor Vehicles Law shall be deducted from the insurance premium written.

2.1.4. Technical provisions of unearned premiums (UPR) shall be calculated by the following formula:
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where:

       p- gross insurance premium written, 

       t – time period within which the insurance contract will be still valid, calculating it from the calculation day of the technical provisions of unearned premium until expiry of the insurance contract,

       T – validity period of the insurance contract.

2.1.5. A day (1/365 share method) shall be used as a unit of time measurement in the formula specified in Clause 2.1.4.

2.1.6. Reinsurance amount in technical provisions of unearned premiums shall be calculated separately for each insurance contract according the concluded proportional reinsurance contract pursuant to the provisions of the insurance contract. Non-proportional reinsurance shall not reduce technical provisions of unearned premiums.

2.1.7. Technical provisions of unearned premiums shall not be negative to any effective insurance contract.

2.2. Technical provisions of unexpected risk

2.2.1. Technical provisions of unexpected risk shall be formed in cases when it is expected that the established technical provisions of unearned premiums will not be sufficient for covering all claims and expenses in accordance with the effective insurance contracts.

2.2.2. If in any insurance type proportion of sum of accepted compensation claims and net operating expenses towards difference of net insurance premiums written and changes in provisions of net unearned premiums is more than 105 per cent and amount of net insurance premiums written in this insurance type exceeds 10 per cent of the total amount of net insurance premiums written in the accounting period, technical provisions of unexpected risk (URR) for insurance types shall be calculated by the following formula:
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where:

PAP - net accepted compensation claims,

NDI – net operating expenses, 

NPP - net insurance premiums written,

(NUPR – net changes in the technical provisions of unearned premiums,

UPR – gross provisions of unearned premiums.

2.2.3. If the proportion of losses used in the tariff calculation of a specific insurance contract group is smaller than the actual proportion of losses, technical provisions of unexpected risk shall be calculated for the group of insurance contracts. The insurer for each group of insurance contracts shall compare the proportion of losses that is used in the calculation of the tariff, and the actual proportion of losses in the accounting period for the respective group of insurance contracts. If the actual proportion of losses is bigger than the proportion of losses used in the calculation of the tariff, technical provisions of unexpected risk (URR) shall be calculated by the following formula:

                                         URR = (ZAF – ZAT) ( UPR

where:

       ZAF – actual proportion of losses,

       ZAT – proportion of losses used for the calculation of the tariff,

       UPR – calculated technical provisions of unearned premiums for a group of insurance contracts. 

2.2.4. Reinsurance shall not reduce the technical provisions of unexpected risks.

2.3. Technical provisions of deferred insurance claims

2.3.1. Technical provisions of deferred insurance claims shall be the difference between the accepted insurance claims and paid insurance claims. The technical provisions of deferred insurance claims is intended for the insurer to be able in the future to pay out insurance claims and to cover adjustment expenses of insurance claims for the insurable events:

2.3.1.1. that have taken place and regarding which insurance claim application has been received, but for which the insurance claim has not been paid out or it has not been paid in full (hereinafter - RBNS reserve),

2.3.1.2. that have taken place but the insurance claim application regarding which has not yet been received (hereinafter – IBNR reserve).

2.3.2. RBNS reserve shall be formed for each insurance contract in accordance with the submitted insurance claim applications, if:

2.3.2.1.  the insurer has received an application regarding an insurable event and has made a decision on paying out the insurance claim. In this case RBNS reserve shall be formed in amount of the insurance claim to be paid out, 

2.3.2.2.  the insurer has received an application regarding an insurable event, but a decision on paying out the insurance claim and amount thereof has not been made yet. In this case RBNS reserve shall be established in the amount of the submitted and justified by documents insurance compensation claim amount, which is increased by the average amount of adjustment expenses of insurance claims within the framework of analogous group of insurance contracts. If the insurer does not have sufficient information on the amount of losses, RBNS reserve shall be established in amount of reasonably evaluated insurance claim, but not less than the average amount of insurance claims paid out in the specific group of insurance contracts, that is increased by the average amount of adjustment expenses of insurance claims within the framework of analogous group of insurance contracts,

2.3.2.3.  insurance claim is paid out in form of periodical payments (for example, disablement or survivor’s pensions). If the duration of the periodical payments is known, RBNS reserve shall be calculated by aggregating all expenses expected in the future. If duration of periodical expenses is related to the length of life of the claim recipient, current value of RBNS reserve shall be calculated in accordance with the methods specified in Clause 3 of the Regulations,

2.3.2.4.  reinsurance amount in RBNS reserve shall be calculated separately to each insurance contract in accordance with the provisions of the reinsurance contract,

2.3.2.5.  RBNS reserve shall not be negative to any insurance contract.

2.3.3. IBNR reserve shall be calculated according to the previous year statistics regarding the concluded insurance contracts, insurable events taken place, submitted insurance compensation claims and paid insurance claims in each type of insurance:

2.3.3.1.  using the “triangle method” or modifications thereof that is the grouping of the amount of number or sum of the submitted insurance claims or paid insurance claims in a table by periods of the occurrence of the insurable event or submission of the insurance claim and payout of the insurance claim, 

2.3.3.2.  using another corresponding method of calculation or valuation, if the insurer provides services of any insurance type for less than three years or its statistics on accepted insurance claims does not ensure calculation of the IBNR reserve by the “triangle method” or modification thereof. IBNR reserve calculated by another method shall not be less than 5 per cent of the gross insurance premiums written within last 12 months in the respective type of the insurance,

2.3.3.3.  reinsurance shall not reduce the IBNR reserve.

2.3.4. RBNS reserve in the specific type of insurance may be reduced by the amount that could be recovered through cession, regress or sale of salvage. These amounts shall be valuated carefully, and for their determination statistics accumulated by the insurer regarding amounts recovered through cession regress or sale of salvage in the specific group of insurance contracts shall be used. If the insurer does not have such statistical data, RBNS reserve shall not be reduced. 

2.4. Technical provisions of equalization

2.4.1. Technical provisions of equalization shall be established in order to adjust the technical provisions of the profit and loss account in insurance type in which insurance proportions by years may substantially differ.

2.4.2. Technical provisions of equalization shall be established as following:  

2.4.2.1. technical provisions of equalization shall not be bigger than 50 per cent of the average annual net insurance premium written during the last five years in the specific type of insurance,

2.4.2.2. technical provisions of equalization shall be reduced if the proportion of the amount of net accepted claims towards amount of earned premiums (ZA) in the accounting year is bigger than the average size of this proportion during last five years. The average proportion of the amount of net accepted claims towards amount of the net earned premiums (
[image: image3.wmf]ZA
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where:

        NPAP - net accepted compensation claims,

        NNP – net earned premiums,

2.4.2.3. reduction of the technical provisions of equalization shall be calculated by the following formula:

                                             __

                                  (ZA – ZA) ( NP

where:

       ZA – proportion of the amount of net accepted compensation claims towards amount of net earned premiums in the accounting year,

       ZA – average proportion of the amount of net accepted compensation claims towards amount of net earned premiums during last five years,

       NP – premiums earned during the accounting year,

2.4.2.4. if the proportion of the amount of net accepted claims towards amount of net earned premiums in the accounting year is the same or smaller than the proportion of the amount of net accepted claims towards amount of net earned premiums during last five years and the accrued technical provisions of equalization exceeds 50 per cent of the average annual net insurance premium written during the last five years, technical provisions of equalization shall be reduced down to 50 per cent amount of the average annual net insurance premium written during the last five years.

3. METHODS FOR CALCULATION OF TECHNICAL PROVISIONS IN LIFE ASSURANCE

3.1. Technical provisions of life assurance

3.1.1. Technical provisions of life assurance shall be calculated actuarially, using the prospective calculation method, where the reserve is equivalent to the difference between the current value of the liabilities of the insurer and current value of insurance claims receivable in the future 
3.1.2. Technical provisions of life assurance shall be calculated taking into account the insurance provisions included in the insurance contract, including:

3.1.2.1. insurance amounts payable upon occurrence of insurable event or events,

3.1.2.2. surrenders payable if the contract is terminated before its expiry, 

3.1.2.3. gratuities, granted during the validity period of the contract,

3.1.2.4. options for changing the contract provisions or modifying the contract,

3.1.2.5. expenses related to insurance contract, including commissions,

3.1.2.6. insurance premiums receivable in the future.

3.1.3. Technical provisions of life assurance shall be calculated separately for each life assurance contract, using actuarial-mathematical methods and mortality tables corresponding to each type of contracts. The technical provisions of life assurance for group insurance contracts with variable composition of the insured persons shall be calculated for each insured person separately.

3.1.4. The interest rate used for the calculation of the current value by the prospective calculation method shall be determined by observing prudential principle and the currency in which the insurer has undertaken liabilities. Interest rate used for the calculation of the current value shall not be higher than the maximal technical interest rate prescribed in Clause 4 of these Regulations. 

3.1.5. Technical provisions of life assurance of the life assurance contract shall not be smaller than the amount of surrenders secured at the respective moment, if the insurance contract provides for payment of surrenders or the amount of the collateral if the insurable event has occurred.

3.1.6. Retrospective calculation method for calculating the technical provisions of life assurance shall be applied in cases if application of the prospective method is not possible (for example, insurance contracts with free insurance premium payment schedule). Interest rate used in the calculation of the technical provisions of life assurance by the retrospective method shall not be lower than the interest rate fixed in the insurance contract.

3.1.7. If a negative technical provisions of life assurance is obtained for the life assurance contract as a result of calculations, it shall be regarded as equal to zero. 

3.1.8. Reinsurance amount in technical provisions of life assurance shall be calculated separately for each insurance contract in accordance with the provisions of the reinsurance contract.

3.2. Technical provisions for gratuities

3.2.1. Technical provisions for gratuities shall be established for declared but yet not attributed and not paid to the specific insurance contract if:

3.2.1.1. provisions of the insurance contract provide for granting fixed-term gratuity for insurable events that will occur in the future in a specific time period,

3.2.1.2. the insurer shall accrue in the technical provisions amounts for the specific insurance contract group in order to later distribute them as a concurrent gratuity for each insurance contract of the respective group in accordance with the provisions of the insurance contract.

3.2.3. Reinsurance shall not reduce the technical provisions for gratuities.

3.3. Technical provisions for unit-linked life assurance contracts

3.3.1. A technical provisions for a unit-linked life assurance contract shall be established in accordance with the value of assets, which pursuant to the provisions of a unit-linked life assurance contract determine the insurance amount of the contract, amount of insurance claims and surrenders. 

3.3.2. If the insurer in accordance with the provisions of the unit-linked life assurance contract, upon occurrence of an insurable event, guarantees to pay-out a certain amount, the amount of which is not related to the total amount of assets specified in the contract, then the insurer shall also establish the technical provisions of life assurance for the unit-linked life assurance contracts observing provisions of Clause 3.1 of these Regulations.

3.1 METHODS FOR CALCULATION OF TECHNICAL PROVISIONS FOR PENSION PLANS OF THE PRIVATE PENSION FUNDS

3.11. The Board of a pension fund shall approve the procedure for establishment of technical provisions, specifying at least the information prescribed in Clause 1 of these Regulations in accordance with the provisions of the pension plan and participation contracts, and methodology for calculation of negative deviation cases of the technical provisions of pensions and additional provisions. The Board of the pension fund, when approving biometric tables used in the calculation of the technical provisions, shall observe the prudential principle, as well as shall take into consideration the structure of the participants of the pension plans and characteristics of the pension plans, especially the expected trends of changes in the respective risks.

3.12. The technical provisions of the pensions shall be calculated for specific pay-out plans offered by the private pension funds, as well as specific contribution plans that ensure fixed income, and to pension plans, in which covering of biometric risks is provided for. The technical provisions of pensions shall be calculated actuarially, using the prospective calculation method, which in the technical provisions of pensions is equal to the difference between the current value of liabilities of the pension plan towards participants of the pension plan and the current value of contributions to the pension plan receivable in the future, except for the cases specified in Clause 3.111, when it is not possible to apply the prospective method.

3.13. In developing the technical provisions for pensions, all liabilities of the pension plan towards the participants of the pension plan shall be taken into consideration, including:

3.13.1. additional pensions due to recipients of additional pension;

3.13.2. savings of the participants of the pension plans for additional pension; 

3.13.3. covering of biometric risks guaranteed to the participants; 

3.13.4. other guarantees to the participants of the pension plans in accordance with the provisions of the pension plans and participation contracts.

3.14. The technical provisions for pensions shall be calculated by taking into account all provisions included in the pension plan and participation contract, including: 

3.14.1. contributions to the pension plan receivable in the future; 

3.14.2. pay-outs of the additional pension payable in the future; 

3.14.3. amounts payable upon occurrence of the event or events of possible biometric risks provided for in the pension plan;

3.14.4. amounts payable for termination of the participation in pension plan before the pension age;

3.14.5. additional benefits in cases of occurrence of possible biometric risks in accordance with the provisions of the pension plan and participation contract;

3.14.6. options for changing the participation contract provisions or modifying the contract;

3.14.7. respective expenses of the pension plan, including deduction for administrative expenses and management expenses.

3.15. The technical provisions for pensions shall be calculated separately for each participant of the pension plan, using actuarial-mathematical methods corresponding to the provisions of the pension plan and participation contract and biometric tables, and ensuring separate accounting for fulfilment of liabilities for the calculated technical provisions share of pensions for ensuring of pay-out of the additional pensions, and potential liabilities for the calculated technical provisions share of pensions in cases of occurrence of biometric risks. The technical provisions of the pensions is the total of the calculated share of the technical provisions of pensions for ensuring pay-out of additional pensions and for the fulfilment of potential liabilities of the share of the calculated technical provisions for pensions regarding in case of biometric risks. In cases of cross-border activities biometric tables shall be used that correspond with the characteristics of the participants of the pension plan of the involved country and that may differ from the characteristics of the participants of the pension plans of the home country.

3.16. The calculated technical provisions for pensions shall be increased by a statistically justified additional reserve for negative deviation cases.

3.17. Technical provisions calculation methods and assumption base shall remain constant from one financial year to another. Changes may be allowed if legal, demographical or economic conditions that are in the basis of assumptions significantly change. 

3.18. The Board of the pension fund shall set the interest rate used for the calculation of the present value of the pension plan liabilities towards the pension plan participants and present value of contributions receivable in the future using the prospective calculation method, observing the prudential principle and the currency of the liabilities of the pension plan towards the participants of the pension plan. Maximal interest rate used for the calculation of present value shall not be higher than 2.6 per cent. 

3.19. The amount of the calculated pension technical provisions calculated for a participant of the pension plan for ensuring liabilities of the pension plan for disbursement of additional pensions shall not be smaller than the amount transferable in case of terminating the participation at the respective moment. If as a result of calculations a negative amount of pension technical provisions is derived for ensuring liabilities for disbursement of additional pensions, it shall be regarded as equal to zero. 

3.110. The calculated amount of the pension technical provisions for fulfilment of potential liabilities regarding occurrence of biometric risks shall not be negative.

3.111. For the calculation of the pension technical provisions the retrospective method shall be applied only to fixed contribution plans to which specific frequency and amount of contributions is not set in the participation contracts. Interest rate used in the calculation of the pension technical provisions by the retrospective method shall not be lower than the interest rate guaranteed to the participants of the pension plan. 

3.112. If for any occurrence case of the potential biometric risk provided for in the pension plan the payable amount provided for one participant of the pension plan is bigger that 0.5 per cent of the own funds of the pension fund, then this risk shall be reinsured at re-insurers that meet the requirements of the Law on Insurance Companies and Supervision Thereof. the Reinsurance amount in the technical provisions of pensions shall be calculated separately for each participant of the pension plan in accordance with the provisions of the reinsurance contract.

3.113. The technical provisions for pensions for additional benefits in case of occurrence of potential biometric risks in accordance with the provisions of the pension plan and participation contract shall be established to declared but yet not granted and paid out to the respective participant of the pension plan additional benefits in case of occurrence of biometric risks in a defined period of time in the future.

3.114. If the Commission suspects that methods used by the pension fund for the calculation of technical provisions could be incompletely ensuring interests of the participants of the pension plans, i.e. fulfilment of liabilities prescribed in the pension plan and participation contracts, the Commission shall have rights to apply additional and more specific requirements for the calculation of the technical provisions for pensions in order to ensure adequate protection of rights of the participants of the pension plans and beneficiaries of the additional pension for the purpose of ensuring fulfilment of liabilities prescribed in the pension plan and participation contracts.

4. DETERMINATION OF THE MAXIMAL TECHNICAL INTEREST RATE

4.1. Maximal technical interest rate shall be lower than the following rates, rounding it to one tenth of a per cent:

4.1.1. rates in the amount of 60 per cent of the average fixed income rate of the Government securities with original maturity period of five years and more, set in last two issues of such securities;

4.1.2. rates in the amount of 66 per cent of return on investments of the insurer in the previous accounting year;

4.1.3. rates in the amount of 3 per cent.

4.2. Return on investments of the insurer specified in Clause 4.1.2 of the Regulations shall be calculated by the following formula: 
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where:


i – return on investments of the accounting year,


I – result of the investment activity of the accounting year,

A – amount of investments at the beginning of the accounting year,

B – amount of investments at the end of the accounting year.

5. CLOSING PROVISIONS

5.1. These Regulations shall come into effect on 1 January 2005.

5.2. With these Regulations coming into effect “Regulations on the Establishment of and Methods for Calculation of Technical Provisions of the Insurance Joint Stock Companies and Mutual Co-operative Insurance Societies” approved by the decision No.21/3 of the Board of the Financial and Capital Market Commission of 30 November 2001 shall lose validity. 

6. INFORMATIVE REFERENCE TO THE EUROPEAN UNION DIRECTIVES

These Regulations include legal norms arising from:

6.1. Council Directive 91/674/EEC of 19 December 1991 on the annual accounts and consolidated accounts of insurance undertakings;

6.2. Directive 2002/83/EC of the European Parliament and of the Council of 5 November 2002 concerning life assurance;

6.3. First Council Directive 73/239/EEC of 24 July 1973 on the coordination of laws, regulations and administrative provisions relating to the taking-up and pursuit of the business of direct insurance other than life assurance;

6.4. Directive 2003/41/EC of the European Parliament and of the Council of 3 June 2003 on the activities and supervision of institutions for occupational retirement provision.

* * *
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