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Regulations for the Preparation of Annual Accounts and Consolidated Annual Accounts of Insurance Joint Stock Companies, Mutual Insurance Co-operative Societies and Branch Offices of Non-Member State Insurers

Passed in accordance with Clause 1 of paragraph 1

 of Article 7 and Clause 2 of Article 17 of the

 Law on the Financial and Capital Market Commission,

 paragraphs 1, 2 and 3 of Article 49 of the Law

 on Insurance Companies and Supervision Thereof and

Clause 5 of the Directive (EC) No.1606/2002 of

 the European Parliament and of the Council of 19 July 2002

 on Application of the International Accounting Standards  
I. General Provisions

1. “Regulations for the Preparation of Annual Accounts and Consolidated Annual Accounts of Insurance Joint Stock Companies, Mutual Insurance Co-operative Societies and Branch Offices of Non-Member State Insurers” (hereinafter – the Regulations) shall be binding on insurance joint stock companies, mutual insurance co-operative societies and branch offices of non-Member State insurers (hereinafter – insurer), in preparing annual accounts, consolidated annual accounts and in conducting accounting. 

2. An insurer shall prepare an annual account and a consolidated annual account for each year of activity. The annual accounts (consolidated annual accounts) as a unified whole shall consist of:

2.1. financial statements (consolidated financial statements);

2.2. a report (management report of a holding company of a group) from the management of the insurer (in stock companies - council and board, in mutual co-operative societies - executive body); 

2.3. notification regarding responsibility of the management (group management) of the insurer. 

3. Financial statements (consolidated financial statements) shall give a true and fair view of the financial position, results of the activity and cash flow of the insurer.  Financial statements (consolidated financial statements) shall be prepared on the basis of the International Accounting Standards, International Financial Reporting Standards issued by the International Accounting Standards Board and International Financial Reporting Interpretations Committee’s standard interpretations issued by the International Accounting Standards Board, that are approved by the European Commission and that are published in the Official Journal of the European Union (hereinafter – International Financial Reporting Standards). Information about International Financial Reporting Standards is available on the website www.europa.eu.int/comm/internal_market/accounting/ias_en.htm, as well as on the website of the Ministry of Finance of the Republic of Latvia www.fm.gov.lv. When preparing financial statements (consolidated financial statements) also such International Financial reporting Standards may be used that are published in the Official Journal of the European Union after the balance sheet date, but until approval of the annual account. Information on the process of approval of the International Financial Reporting Standards in the European Commission and planned publication in the Official Journal of the European Union is available on the website www.efrag.org. 

4. Financial statements (consolidated financial statements) shall include:

4.1. a balance sheet (consolidated balance sheet);

4.2. a profit and loss account (consolidated profit and loss account);

4.3. a cash flow statement (consolidated cash flow statement);

4.4. a statement of changes in capital and reserves (consolidated statement of changes in capital and reserves);

4.5. notes.

5. The monetary unit to be used in the annual accounts (consolidated annual accounts) shall be the currency of the Republic of Latvia. The annual accounts (consolidated annual accounts) shall specify the degree of accuracy of the figures.

6. The Notes shall include explanatory information regarding the content of items of the balance sheet, profit or loss account, cash flow statement and statement of changes in capital and reserves (consolidated balance sheet, consolidated profit and loss account, consolidated cash flow statement and consolidated statement of changes in capital and reserves), as well as disclosing other information that has substantially affected, or may substantially affect, the valuation of the financial position and results of the activity of the insurer.  

7. The sample layout of items of the balance sheet, profit or loss account and cash flow statement is provided in Clauses 18, 62 and 93 of these Regulations, and the sample statement of changes in capital and reserves is provided in the Appendix No.2. An insurer may not show separate items if they are insignificant or the not showing thereof makes the financial statements clearer as well as to arrange the mentioned statement items in another way however the information reflected in the items shall meet the requirements of the International Financial Reporting Standards.

8. The annual accounts of an insurer shall be signed:

8.1. for stock companies – the chairperson of the board and chairperson of the council; 

8.2. for mutual co-operative societies – the head of the executive body; 

8.3. for branch offices of non-Member State insurers – the head of the branch office.

9. The Consolidated annual accounts shall be signed by the management of the holding company of the insurer group:

9.1. in stock companies – by the chairperson of the board and chairperson of the council; 

9.2. in mutual co-operative societies – by the head of the executive body; 

10. Explanation of the terms used in the Regulations is provided in the Appendix No.1.

II. Submission and Publication of Annual Accounts (Consolidated Annual Accounts)
11. The insurer shall submit to the Financial and Capital Market Commission (hereinafter –  the Commission) the annual accounts (consolidated annual accounts) together with a report of a sworn auditor or a company of sworn auditors (hereinafter – sworn auditor) and assessment by an actuary in accordance with the procedures set out in the Law on Insurance Companies and Supervision Thereof. Concurrently with the annual accounts (consolidated annual accounts) the insurer shall submit to the Commission an extract from the minutes of the general meeting of stockholders of the insurer or the general meeting of members (meeting of authorised persons) of a mutual insurance co-operative society regarding the approval of the annual accounts (consolidated annual accounts), a copy of the report of a sworn auditor addressed to the management of the insurer and the report on dependency prepared in the cases provided for by the Group of Companies Law.

12. The insurer shall not later than a month after approval of the annual accounts (consolidated annual accounts) at the general meeting of stockholders or the general meeting of members (meeting of authorised persons) of the mutual co-operative society publish the annual accounts (consolidated annual accounts) and the relevant report by a sworn auditor in at least one daily newspaper which is distributed in the entire territory of the Republic of Latvia and post it in on the Internet homepage of the insurer if such has been constructed. If the annual accounts (consolidated annual accounts) of the insurer are published in full, they shall be identical with those examined by the sworn auditor.  These annual accounts (consolidated annual accounts) shall be published together with a full report by the sworn auditor regarding financial statements (consolidated financial statements).

13. If the annual accounts (consolidated annual accounts) of the insurer are not published in full, it shall be clearly indicated that abridged annual accounts (consolidated annual accounts) are being published but full annual accounts (consolidated annual accounts) are freely available at the seat of the insurer for consideration, which does not exceed the copying costs thereof. When publishing abridged annual accounts (consolidated annual accounts) the report of a sworn auditor regarding abridged annual accounts (consolidated annual accounts) shall be enclosed.

14. The Branch office of a non-Member State insurer shall submit to the Commission annual accounts and shall provide any interested party with free access to them in accordance with the provisions of the Law on Insurance Companies and Supervision Thereof. 
III. Reports
15. The report of the management of an insurer (management of a group holding company on annual accounts (consolidated annual accounts) shall provide:

15.1. a characterization of the development and financial position of the insurer (group) in the accounting year; 

15.2. the development forecast of the insurer (group) at least for one year explaining every significant condition and risk; 

15.3. cases of acquisition of own stock/shares;  

15.4. information regarding the most important events if such have occurred after the end of the accounting year; 

15.5. if use of financial instruments has materially influenced assets, liabilities, capital and reserves and  results of activity, it shall be provided:

15.5.1. a description on risk management goals and policy including reference on the planned transaction types that for which it is planned to use hedging accounting.

15.5.2. information on price, credit, liquidity and cash flow risk management of  an insurer; 

15.6. recommendations on profit distribution, amount of dividends or covering of losses. 

16. In the notification that confirms the responsibility of the management of the insurer (management of the group holding company) it shall be provided: 

16.1. that the management has an obligation according to the requirements of the effective laws and regulations of the Republic of Latvia to prepare the financial statements (consolidated financial statements) that give a true and fair view of the financial position of the insurer (group) at the end of the accounting year as well as results of activity and cash flow of the accounting year;

16.2. that the management (management of the group holding company) is responsible for the conducting of the respective accounting, maintenance of the funds of the insurer as well as for the prevention of fraud and other unfair activity;

16.3. whether the financial statements (consolidated financial statements) are prepared in accordance with consistently applied International Financial Reporting Standards;

16.4. whether the decisions and assumptions of the management of the insurer (management of the group holding company) regarding preparation of the financial statements (consolidated financial statements) were careful and rational.

17. If any member of the board or council considers that the annual accounts (consolidated annual accounts) are not to be approved or raises objections which he or she wishes to notify to the general meeting of stockholders or general meeting of members, it shall be specifically indicated in the notification regarding the responsibility of the management of the insurer (management of the group holding company).

IV. Balance Sheet Items

18. Sample layout of the balance sheet items

18.1. Assets

18.1.1. Tangible assets

18.1.2. Investments in land lots and buildings

18.1.2.1. For ensuring own activity

18.1.2.2. Investment property

18.1.3. Intangible assets

18.1.3.1. Goodwill

18.1.3.2. Other

18.1.4. Investments in share capital of related companies

18.1.5. Investments in share capital of associated companies

18.1.6. Financial assets held for trading

18.1.6.1. Shares and other variable-yield securities 

18.1.6.2. Debt securities and other fixed income securities 

18.1.6.3. Derivative financial instruments

18.1.7. Classified as financial assets at fair value through profit and loss 

18.1.7.1. Shares and other variable-yield securities 

18.1.7.2. Debt securities and other fixed income securities 

18.1.8. Financial assets available-for-sale

18.1.8.1. Shares and other variable-yield securities 

18.1.8.2. Debt securities and other fixed income securities 

18.1.9. Held-to-maturity investments

18.1.9.1. Debt securities and other fixed income securities 

18.1.9.2. Time deposits with credit institutions

18.1.10. Loans granted and debtor debts

18.1.10.1. Loans

18.1.10.1.1. Loans guaranteed by mortgages

18.1.10.1.2. Other loans

18.1.10.2. Debtors

18.1.10.2.1. Debtors from direct insurance transactions 

18.1.10.2.1.1. Insurance policy holders

18.1.10.2.1.2. Mediators

18.1.10.2.2. Debtors from re-insurance transactions 

18.1.10.2.3. Deposits with assignor

18.1.10.2.4. Other debtors

18.1.11. Accrued income and next period expenses

18.1.11.1. Deferred client attraction expenses

18.1.11.2. Other next period expenses and accrued income

18.1.12. Tax assets

18.1.13. Reinsurance contracts

18.1.13.1. Reinsurance amount in the unearned premium technical provisions

18.1.13.2. Reinsurance amount in the life insurance technical provisions

18.1.13.3. Reinsurance amount in the technical provisions of the deferred insurance compensation claims

18.1.14. Cash on hand and claims on demand on credit institutions

18.1.14.1. Cash on hand

18.1.14.2. Claims on demand from credit institutions 

18.1.15. Total assets

18.2. Capital and reserves

18.2.1. Paid-up share capital 

18.2.2. Share issue premium

18.2.3. Own shares/ stocks (-)

18.2.4. Revaluation reserves

18.2.5. Equalization reserves

18.2.6. Reserve for discretionary participation feature

18.2.7. Reserve capital and other reserves 

18.2.8. Retained profit/loss of the previous years

18.2.9. Profit/loss of the accounting year

18.2.10. Total capital and reserves

18.3. Liabilities

18.3.1. Insurance liabilities

18.3.1.1. Technical provisions of unearned premiums and unexpected risks 

18.3.1.2. Technical provisions of life insurance

18.3.1.3. Technical provisions of the deferred insurance compensation claims

18.3.1.4. Technical provisions of gratuities

18.3.1.5. Other technical provisions

18.3.1.6. Technical provisions for life insurance contracts if the investment risk is being undertaken by the insurance policy holders

18.3.2. Financial liabilities held for trading

18.3.2.1. Equity instruments

18.3.2.2. Debt instruments

18.3.2.3. Derivative financial instruments

18.3.3. Classified as financial liabilities at fair value through profit and loss 

18.3.3.1. Financial liabilities of the investment contracts if the investment risk is being undertaken by the insurance policy holders

18.3.3.2. Other financial liabilities of the investment contracts

18.3.4. Financial liabilities at amortised cost 

18.3.4.1. Financial liabilities of investment contracts

18.3.4.2. Deposits from re-insurers

18.3.4.3. Subordinated debt

18.3.4.4. Borrowings 

18.3.4.5. Creditors

18.3.4.5.1. Creditors from direct insurance transactions 

18.3.4.5.1.1. Insurance policy holders

18.3.4.5.1.2. Mediators

18.3.4.5.2. Creditors from reinsurance transactions 

18.3.4.5.3. Other liabilities

18.3.5. Provisions

18.3.5.1. Provisions for pensions and similar liabilities

18.3.5.2. Other provisions

18.3.6. Tax liabilities

18.3.7. Accrued expenses and next period income

18.3.8. Total liabilities 

18.4. Total capital and reserves, and liabilities

V. Explanations Regarding Balance Sheet Items

19. In item “Tangible assets” tangible assets owned by the insurer shall be reflected, acquired as a result of financial leasing transactions which the insurer utilises for the provision of services, administrative purposes, maintenance or repair needs of other tangible assets, leases and intends to use longer than one year. This item shall also specify software which is an integral part of the relevant electronic equipment or devices, as well as costs of reconstruction, improvement or renovation of tangible assets owned by the insurer and leased without redemption rights that have improved the economic indicators of the relevant tangible assets unless the rental contract provides for the compensation of such costs. In this item the costs of construction in progress and advance payments for land lots, buildings and tangible assets shall be reflected. Tangible assets in own use shall be specified in the Notes.

20. In item “Investments in Land Lots and Buildings” investments in land lots and buildings shall be reflected, including those leased without redemption rights and those acquired as a result of financial leasing transactions. This item shall also reflect the right to immovable property, as well as reconstruction, improvement or renovation costs of buildings owned by the insurer and leased without redemption rights that have improved the economic indicators of the relevant objects unless the rental contract provides for compensation of such costs. 

21. In item “Intangible assets” assets which do not have a tangible form shall be reflected, which are held for the provision of services or other purposes if it is expected that the insurer will receive economic benefits in the future which are attributable to these assets, for example, rights obtained for payment, including concessions, patents, licences, rental right, software which is not an integral part of electronic equipment, positive and negative goodwill of the acquired companies, intangible assets of insurance contracts obtained as a result of the acquisition of an insurance portfolio and other assets of substantially similar nature acquired for consideration. 

22. In item “Investments in Share Capital of Related Companies” investments (stocks, shares) in the equity capital of related companies shall be reflected. A related company is a subsidiary company of the insurer and a subsidiary company of the subsidiary company, as well as the parent company of the insurer and other subsidiary companies of the parent company. 

23. In item “Investments in Share Capital of Associated Companies” investments (stocks, shares) in the equity capital of associated companies shall be reflected. 

24. In item “Stocks and Other Variable-Yield Securities” investments in the equity capital of companies, investment certificates of investment funds and securities equivalent thereto and investments in other variable-yield securities shall be reflected. This item shall only show such participation in the equity capital of companies which in accordance with the requirements of Clauses 22 and 23 does not have to be reflected in the respective asset items of the balance sheet. In the notes value of those assets, which are related to unit-linked life assurance contracts, shall be specified separately.

25. In item “Debt Securities and other Fixed-Income Securities” transferable debt securities, mortgage debentures and other transferable fixed-income securities shall be reflected, including securities issued by central and local governments, securities issued by credit institutions and other companies. Securities the interest rate of which changes in accordance with specific provisions, for example, the interest rate on the inter-bank market shall be regarded as debt securities and other fixed-income securities. In the notes value of those assets, which are related to unit-linked life assurance contracts, shall be specified separately.

26. In item “Derivative Financial Instruments” financial assets shall be reflected which occur by evaluating derivative financial instruments at their fair value, i.e., total amount of positive values of separate derivative financial instruments.

27. In item “Time Deposits with Credit Institutions” deposits with credit institutions shall be reflected which may only be withdrawn after a specific time period. Deposits without such time restriction or if it does not exceed 24 hours or one business day, even if they bear interest, shall be reflected in asset item 18.1.14.2 of the balance sheet. Credit institution for the purpose of these Regulations shall meet the requirements of Section 1 Clause 1 sub-Clause a) of the Credit Institution Law.

28. In item ”Loans Guaranteed by Mortgages” loans against mortgage shall be reflected.
 The amounts of loans guaranteed by mortgages with and without additional security of the insurance policy shall be disclosed in the Notes.

29. In item “Other Loans” loans shall be reflected which in accordance with the requirements of Clauses 28 shall not be reflected in asset item 18.1.10.1.1 of the balance sheet. This item shall also reflect bills of exchange received in replacing debts or loans of debtors. This item shall also reflect loans to insurance policy holders, except for those cases in life assurance when a loan is granted, on the basis of the insurance contract entered into with legal persons, to the insurance policy holder (legal person) or the insured person, providing that the share of risk borne by the insurer is reduced by the amount of the loan granted.  Such loans shall be reflected in asset item 18.1.10.2.4 of the balance sheet. The amounts of loans with and without additional security of the insurance policy shall be disclosed in the Notes. If the amount of loans granted without security of insurance policies is substantial, such loans shall be disclosed in the Notes.

30. In item “Debtors Arising out of Direct Insurance Operations – Insurance Policy Holders” requirements shall be reflected in accordance with the provisions of the insurance contract in respect of the insurance policy holder even when the insurance contract is concluded using services of insurance intermediaries. If the insurance policy holder has paid using mediation of the insurance intermediary, then settlement not made by the insurance intermediary with the insurer for such payments shall be recognized a claim against the insurance intermediary  that in accordance with the requirements of Clause 31 shall be reflected in the asset item 18.1.10.2.1.2 of the balance sheet.

31. In item “Debtors Arising out of Direct Insurance Operations - Intermediaries” the requirements shall be reflected in accordance with the provisions of the intermediary contract in respect of insurance intermediaries, other insurance companies and leading insurers in case of co-insurance.

32. In item “Debtors Arising out of Reinsurance Operations” claims of the insurer shall be reflected against re-insurers, to who risks for re-insurance are transferred, and claims of the insurer who accepts risks for reinsurance against ceding undertakings, as well as claims against reinsurance intermediaries if such claims are being established in accordance with the reinsurance or mediation contract provisions. If the insurer or re-insurer is operating concurrently both as a ceding undertaking and as a re-insurer, in the Notes the relevant claims of debtors shall be specified separately.

33. In item “Deposits with Assignor” the insurer who accepts risks for reinsurance shall reflect guarantee payments as deposits which are deposited with assignor or third parties, if the reinsurance contract provides for such procedure. Amounts reflected here may not be combined with other debts of the assignor to the insurer or reduced by the debts of the insurer to the assignor, as well as to perform mutual set-off of such debts. Securities that are deposited with the assignor or third party but which remain the property of the insurer shall be reflected in the relevant asset item of the balance sheet as investments and such fact shall be disclosed in the Notes.‑{}‑

34. In item “Other Debtors” claims shall be reflected which in accordance with the requirements of Clauses 30 – 33 are not reflected in asset items 18.1.10.2.1.–18.1.10.2.3 of the balance sheet as well as the loans to the insurance policy holder specified in Clause 29, which are not to be reflected in the asset item 18.1.10.1.2 of the balance sheet. The share of the signed share capital that is not paid-up as of the balance sheet date shall be also reflected in this item.

35. In item “Deferred Client Attraction Expenses” the part of client attraction expenses shall be reflected that is formed by direct client attraction expenses related to conclusion of insurance contracts, for example, commission paid by the insurance intermediary and expenses for drawing up documents, related to next accounting years and that may be attributed to a specific insurance contract. In non-life-insurance in calculating the part of client attraction expenses related to each contract which relates to the deferred client attraction expenses, the proportion shall be taken into account which is formed by the ratio of the technical provisions for unearned premiums against the gross premiums written for each insurance contract. If acquisition costs have been included in the calculation of technical provisions for life assurance, they shall be written off to expenses in accordance with the Zillmerisation method or in proportion to the term of the contract but not longer than within five years, reflecting the deferred part in this item. The amount of technical provisions for life assurance mathematically calculated for the needs of this calculation may not be reduced by negative mathematical reserves of individual insurance contracts. An insurer who accepts risks for reinsurance, shall reflect in this item the share of commission of reinsurance accepted by him or her that is related to next reporting years taking into account the calculation procedure specified in this Clause.

36. In item “Other Next Period Expenses and Accrued Income” income shall be reflected, which relates to the accounting year and previous years but which has not yet become receivable, except for those, which according to the provisions of the International Financial Reporting Standards shall be included in the respective financial asset at fair value or valued at amortized cost as well as expenses which have been made in the accounting year but relate to subsequent periods. These amounts shall be explained in the Notes.

37. In item “Tax Assets” deferred enterprise income tax assets as well as current corporate income tax assets shall be reflected in accordance with the provisions of the International Accounting Standard No.12.

38. In item “Reinsurance Contracts” according to the procedure approved by the management of the insurer the calculated share of re-insurer in liabilities of insurance contracts shall be reflected taking into account provisions of reinsurance contracts.

39. In item “Claims on Demand on Credit Institutions” claims on demand on credit institutions shall be reflected (claims on credit institutions that can be satisfied without prior request or the term of request is 24 hours or one business day). 

40. In item “Paid-up Share Capital” the total amount of the face value of the paid-up shares (stocks) shall be reflected. 

41. In item “Share Issue Premium” the difference between the selling price of shares of an insurer and the face value thereof shall be reflected, except for supplementary charges for payment of the accrued reserve capital.

42. In item “Own shares/ stocks (-)” own stocks or shares shall be reflected, specifying them at the cost. The cost shall include additional expenses related to the acquisition of stocks or shares. The number and face value of own shares or stocks shall be specified in the Notes.

43. In item “Revaluation Reserves” revaluation of investments in land lots and buildings that are used for ensuring insurance operations shall be reflected, and changes in fair value of financial assets available-for-sale in accordance with the provisions of item valuation set in the accounting policy of an insurer as well as difference of the according foreign currency exchange rate in accordance with the provisions of the International Accounting Standard No.21. This item shall also reflect revaluation result of tangible assets and losses from decrease in value, if the decrease in value has been recognized in the previous periods, in accordance with the provisions of the International Accounting Standard No.16. This item shall also reflect revaluation reserve of intangible assets in accordance with the provisions of the International Accounting Standard No.38.

44. In item “Equalization Reserve” according to the procedure approved by the management of an insurer equalization reserves shall be reflected calculated for the insurance contracts abiding by the requirements of the regulations on formation and calculation procedure of technical provisions approved by the Commission.

45. In item “Discretionary Participation Feature” reserves shall be reflected for which the insurer, setting the accounting policy for investment contracts with fixed income and discretionary participation feature, has provided to recognize separately the share of discretionary participation feature and has classified it as a capital and reserve item.  

46. In item “Reserve Capital and Other Reserves” the reserve capital shall be reflected which consists of profit of the accounting year and previous years and supplementary charges for payment of the accrued reserve capital in case of a new issue of shares, as well as other reserves created in accordance with the procedures specified in the articles of association or regulatory enactments. Mutual co-operative societies shall reflect in this item joining fees if such are provided for by the articles of association of the mutual co-operative society, donations and other unexpected income, as well as other reserves created in accordance with the procedures specified in the articles of association of the mutual co-operative society.

47. In item “Retained Profit/Loss of Previous Years” the undistributed profit of previous accounting years shall be reflected which has remained at the disposal of the insurer after supplementation of reserve capital and other reserves and distribution of dividends, or losses.

48. In item “Profit/Loss of the Accounting Year” the profit for the accounting year before distribution or losses shall be reflected.

49. In items “Technical Provisions of Unearned Premiums and Unexpected Risks”, “Technical Provisions of Life Assurance”, “Technical Provisions of the Deferred Insurance Compensation Claims”, “Technical Provisions of Gratuities” and “Technical Provisions for Life Assurance Contracts if the Investment Risk is Being Undertaken by the Insurance Policy Holders” there shall be reflected in accordance with the procedure approved by the management of an insurer technical provisions of unearned premiums calculated for insurance contracts, unexpected risks, life assurance, deferred insurance compensation claims, gratuities and unit-linked life assurance contracts, abiding by requirements of the regulations on formation and calculation procedure of technical provisions approved by the Commission.  

50. In item “Other Technical Provisions” the technical provisions calculated in accordance with the procedures approved by the management of the insurer shall be reflected. 

51. In item “Financial Liabilities of Investment Contracts” there shall be reflected liabilities ensuing from investment contracts with fixed income, investment contracts with fixed income and discretionary participation feature, investment contracts if investment risk is being undertaken by insurance policy holder, and other investment contracts which by their legal form correspond to insurance contracts. When defining accounting policy an insurer shall specify whether the share of fixed income investment contracts and fixed income share of discretionary participation feature shall be recognized in accounting separately from the share of discretionary participation feature and respectively reflect the share of fixed income as financial liabilities and the share of discretionary participation feature as financial liabilities or in the item “Reserve for Discretionary Participation Feature”. Calculating the share of discretionary participation feature those Clauses of the regulations for formation and calculation procedure of technical provisions approved by the Commission that are related to calculation of technical provisions of gratuities.

52. In item “Derivative Financial Instruments” financial liabilities which occur by valuating derivative financial instruments at their fair value shall be reflected, i.e., total amount of negative values of individual derivative financial instruments.

53. In item “Deposits Received from Re-insurers” the insurer shall reflect deposits received or sums withheld from re-insurers under reinsurance contracts. If the insurer has received as a deposit securities which have been transferred to its ownership, this item shall be reflected liabilities of the insurer regarding this deposit in the amount specified in the contract.

54. In item “Subordinated Liabilities” liabilities shall be reflected which have arisen from loans of the insurer if the loan contract provides that the lender may request repayment of the loan before the end of term only in the case of winding up of the insurer, and the claim of the lender is satisfied after the claims of all other creditors, but before satisfying the claims of shareholders. The provision referred to shall be clearly specified in the contract. Liabilities by remaining maturities shall be disclosed in the Notes.

55. In item “Creditors Arising out of Direct Insurance Operations – Insurance Policy Holders” prepayments for insurance premiums made by insurance policy holders shall be reflected. This item shall not reflect insurance claims payable.

56. In item “Creditors Arising out of Direct Insurance Operations - Intermediaries” liabilities in accordance with provisions of intermediary contracts to insurance intermediaries, other insurance companies and leading insurers in case of co-insurance shall be reflected. If according to provisions of the intermediary contract an insurer makes payments set in the insurance contract to the insurance policy holder by using insurance mediation, then these liabilities shall be reflected in this item. This item shall not reflect insurance claims payable.

57. In item “Creditors Arising out of Reinsurance Operations” there shall be reflected liabilities of the insurer towards re-insurers, liabilities of insurer towards assignors as well as towards re-insurance intermediaries if such develop in accordance with the provisions of reinsurance or intermediation contract. If several reinsurance contracts are concluded with one re-insurer (assignor), calculation of mutual reinsurance transaction account closing balance is not allowed, except for cases when it is prescribed in the reinsurance contract. If the insurer or re-insurer is operating concurrently both as an assignor and as a re-insurer, liability distribution shall be reflected in the Notes. 

58. In item “Other Creditors” liabilities towards related and associated companies shall be reflected and other liabilities if provisions of Clauses 55-57 do not apply thereto and they need not be reflected in respective liabilities items of the balance sheet.  Information on the content of the item shall be provided in the Notes.

59. In item “Provisions” provisions for liabilities shall be reflected which are attributable to the accounting year or previous years if it is known that to meet these liabilities funds will be required the amount of which can be assessed with sufficient reliability and that meet the requirements of the International Accounting Standard No.37. Provisions shall be reflected in breakdown by provisions for pensions and similar obligations and other provisions, for example, vacation obligations, disclosing each type of provisions in the Notes.

60. In item “Tax Liabilities” provisions for deferred corporate income tax liabilities shall be reflected as well as current enterprise income tax liabilities in accordance with the provisions of the International Accounting Standard No.12.

61. In item “Accrued Expenses and Next Period Income” income shall be reflected which the insurer has received by the end of the accounting year but which is related to the next accounting year, as well as expenses which relate to the accounting year but which on the balance sheet date have not yet become payable, except those which in accordance with the provisions of the International Financial Reporting Standards shall be included at fair value of respective financial liabilities or valued at amortized cost. This item shall reflect, for example, accrued rent expenses and unearned reinsurance commissions. Unearned reinsurance commissions shall be written-off to income in proportion to validity period of the reinsurance contract.

VI. Profit and Loss Account
62. Sample layout of the profit and loss account items

62.1. Earned premiums

62.1.1. Gross premiums

62.1.1.1. Gross premiums written

62.1.1.2. Mandatory deductions of mandatory civil liability insurance (-)

62.1.2. Reinsurance amount in premiums written (-)

62.1.3. Changes in technical provisions for unearned premiums and unexpected risks (+/-)

62.1.4. Changes in technical provisions of unearned premiums of reinsurance amount (+/-)

62.2. Other technical income, net

62.3. Accepted compensation claims, net

62.3.1. Net paid insurance compensations

62.3.1.1. Gross compensation amount

62.3.1.1.1. Compensations paid

62.3.1.1.2. Compensation adjustment expenses

62.3.1.1.3. Surrenders paid

62.3.1.1.4. Amounts of recovered losses (-)

62.3.1.2. Reinsurance amount in insurance compensations paid (-)

62.3.2. Changes in technical provisions of the deferred compensation claims (+/-)

62.3.3. Changes in technical provisions of the deferred compensation claims in the share of re-insurer  (+/-)

62.4. Changes in technical provisions of life assurance (+/-)

62.5. Changes in technical provisions of life assurance in share of re-insurer (+/-)

62.6. Changes in other technical provisions (+/-)

62.7. Gratuities, net

62.8. Net operating expenses

62.8.1. Client attraction expenses

62.8.2. Changes in deferred client attraction expenses (+/-)

62.8.3. Administrative expenses 

62.8.4. Reinsurance commissions and participation in profit (-)

62.9. Other technical expenses, net

62.10. Changes in equalization reserves (+/-)

62.11. Investment management expenses/income and commission payments

62.12. Net interest income and dividend income

62.13. Net realised profit/loss from financial assets and financial liabilities, which are not valuated at fair value through profit and loss

62.14. Net profit/loss from financial assets and financial liabilities held for trading

62.15. Net profit/loss from the financial assets and financial liabilities classified at fair value through profit and loss

62.16. Revaluation result of the foreign currencies

62.17. Profit/loss from derecognition of tangible assets, investments in buildings for ensuring own activities, investments in property and intangible assets

62.18. Depreciation 

62.19. Impairment losses

62.19.1.  Impairment losses of financial assets that are not valuated at their fair value through profit and loss 
62.19.2. Impairment losses of reinsurance contracts

62.19.3. impairment losses of tangible assets, investments in land lots and buildings for ensuring own activity, investment property, intangible value and intangible assets

62.20. Negative goodwill

62.21. Profit or loss of the accounting year before calculation of the corporate income tax

62.22. Corporate income tax

62.23. Profit/loss of the accounting year

62.24. Profit distribution of the accounting year

62.24.1. Dividends to shareholders

62.24.2. Reserve for discretionary participation feature
62.24.3. Equalization reserve

62.25. Profit/loss per share

VII. Explanations of Profit and Loss Account Items
63. In item “Gross Premiums Written” all insurance premiums shall be reflected written during the accounting year in respect of insurance contracts which have come into effect in the accounting year regardless of the fact whether such premiums have or have not been received. This item shall not reflect prepayments of insurance premiums made by insurance policy holders and actually granted premium reduction (benefit gained) to the insurance policy holder. Prepayments of insurance premiums made by insurance policy holders shall be reflected in liabilities item 18.3.4.5.1.1 of the balance sheet. Premiums written shall include:

63.1. short-term (up to three years) insurance contracts in non-life and life insurance:

63.1.1. single insurance premium, which is paid at the beginning of operation of the insurance contract and applies to the entire period of operation of the contract,

63.1.2. premiums for the entire insurance period if the term of operation of the insurance contract is less than a year,
63.1.3. insurance premiums which apply to the insurance year which commences in the accounting year if it is intended to pay insurance premiums once or several times during the insurance year.  If the insurance contract has been entered into for several insurance years, at the beginning of each insurance year the premium of the relevant insurance year shall be reflected,
63.1.4. insurance premiums which have been received in the insurance year until the day of preparation of the annual accounts, in life assurance with provision for savings if the insurance contract provides for a free premium payment schedule or in non-life insurance if the insurance contract provides that the final amount of insurance premiums shall be determined at the end of the relevant insurance year;

63.2. long-term insurance contracts without options for contract provision changes or contract modification in life assurance  - premium amount, which according to insurance contract provisions shall be paid by the insurance policy holder in the respective accounting year;

63.3. for long-term insurance contracts in life assurance with options for contract provision changes or contract modification and with fixed income, long-term insurance contracts in life assurance with options for contract provision changes or contract modifications and with fixed income – if for such contracts in accordance with the provisions of the International Financial Reporting Standard No.4 there is a possibility to separate deposit component from the insurance component, then deposit component premium income shall be recognized as financial liability but the insurance component premium income shall be recognized as premiums written and shall be reflected in this item;

63.4. in case of co-insurance - insurer’s share in the amount of total premiums written in compliance with the provisions of Clauses 63.1.1-63.1.4;

63.5. premiums for the accepted reinsurance in compliance with the provisions of Clauses 63.1.1-63.1.4;

63.6. deduction of:

63.6.1. withdrawals to assignors after the expiry of the contract,

63.6.2. cancelled and discontinued amounts.

64. In item “Mandatory Civil Liability Insurance Mandatory Deductions” insurers who have received a licence in mandatory civil liability insurance for owners of land means of transport shall reflect mandatory payments prescribed in the Mandatory Civil Liability Insurance of Owners of Motor Vehicles Law in the amount that has developed after accounting data on the last day of the accounting year.

65. In item “Reinsurance Amount in Premiums Written” the paid or payable reinsurance premiums shall be reflected in accordance with the reinsurance contracts entered into in the accounting year which the insurer has concluded as an assignor. If according to the provisions of reinsurance contract reinsurance premium shall be paid in advance (deposit and minimal premium) then the reinsurance premium shall be distributed in proportion to reinsurance contract validity period. Such reinsurance premium amount shall not be less than the adjustable amount of reinsurance premium prescribed in the reinsurance contract, which would have to be paid taking into account the amount of the insurance premium written. Share of the reinsurance premium, which is not related to this item, shall be reflected in the asset item 18.1.11.2 of the balance sheet. Reinsurance amount in premiums written shall be reduced by the premium share, which after expiry of reinsurance contract, shall be paid back by a re-insurer to an assignor, as well as by amount of reinsurance premium terminated before expiry of the contract.  

66. In item “Changes in the Technical Provisions for Unearned Premiums and Unexpected Risks” changes in liabilities item 18.3.1.1 of the balance sheet during the accounting year shall be reflected. 

67. In item “Changes in the Technical Provisions for Unearned Premiums, Reinsurance Amount” changes in liabilities item 18.1.13.1.1 of the balance sheet during the accounting year shall be reflected.

68. In item “Other Technical Income, Net” income related to insurance activities shall be reflected which is not reflected in other items of the profit or loss account, for example, income from the distribution of insurance products of other insurers, interest income from shared payments of premiums. This item shall also reflect income from reduction of provisions created by debtors’ debts of direct insurance and reinsurance operations.

69. In item “Claims Incurred, Net” there shall be reflected:

69.1. insurance claims paid, which shall include:

69.1.1. insurance claims paid during the accounting year,

69.1.2. surrenders paid in life assurance,

69.1.3. expenses for adjustment of submitted insurance claims in non-life insurance related directly to the handling of claims and incurred either by the insurer (salaries and social benefits to employees who adjust claims for claims) or third parties (payments to lawyers, experts invited to adjust insurance claims), 

69.1.4. reduction amounts for losses already recovered by means of cession or realisation of salvage, as well as carefully assessed subrogation claims. If reduction amount is material, content of the item shall be disclosed in the Notes;

69.2. reinsurance amount in the insurance claims paid;

69.3. changes in technical provisions for deferred insurance claims which reflect changes in liabilities item 18.3.1.3 of the balance sheet during the accounting year;

69.4. changes in the reinsurance amount of technical provisions for deferred insurance claims which reflect changes in liabilities item 18.1.13.3 of the balance sheet during the accounting year.

70. In item “Changes in the Technical Provisions of Life Assurance” changes in liabilities item 18.3.1.2 of the balance sheet during the accounting year shall be reflected. 

71. In item “Changes in the Technical Provisions for Life Assurance, Reinsurance Amount” changes in liabilities item 18.1.13.2 of the balance sheet during the accounting year shall be reflected.

72. In item “Changes in Other Technical Provisions” changes in liabilities items 18.3.1.5 and 18.3.1.6 of the balance sheet during the accounting year shall be reflected.

73. In item “Gratuities, net” in non-life insurance parts of premiums paid to insurance policy holders in the accounting year shall be reflected which the insurer, in accordance with the insurance provisions, had undertaken to pay at maturity of the insurance contract.  In life assurance this item shall reflect the amount of gratuities granted during the accounting year (in addition to the fixed income), as well as include amounts for the increase of the technical provisions for gratuities and reduce by the amounts transferred to the technical provisions for gratuities in the previous accounting years which are no longer required. The amount of repaid premiums and granted rebates and the amount of changes in the technical provisions for gratuities shall be disclosed in the Notes.

74. In item “Client Attraction Expenses” expenses related to conclusion of insurance contracts shall be reflected, including direct costs, for example, commissions to intermediaries, the cost of drawing up the insurance documents, as well as indirect costs, for example, advertising costs. If the insurer accepts risks for reinsurance, reinsurance commissions to assignors shall be reflected in this item.

75. In item “Changes in Deferred Client Attraction Expenses” changes in assets item 18.1.11.1 of the balance sheet during the accounting year shall be reflected.

76. In item “Administrative Expenses” the general administrative costs shall be reflected arising from insurance premium collection, administration of insurance contracts, cession and reinsurance, including staff remuneration, social insurance expenses, as well as official travel costs, payments to auditors, consultants, Commission maintenance, Protection Fund of the Insured and association of insurers. If the amount of expenses is significant, disclosure of the item shall be provided in the Notes.

77. In item “Reinsurance Commissions and Profit Participation” the commissions provided for by the reinsurance contract which is due from the re-insurer shall be reflected. This item shall also reflect the commissions due to the insurer for participation in the profit of the re-insurer. This item shall reflect the changes of unearned reinsurance commissions during the accounting year reflected in item 18.3.7.

78. In item “Other Technical Expenses” those expenses related to the insurance activity shall be reflected which are not reflected in other profit and loss account items, for example, interest payments to the re-insurer regarding re-insurer’s deposit and payments for the management of co-insurance contracts. This item shall also show expenses in the accounting year for the establishment of provisions for debtors’ debts from direct insurance and reinsurance operations.

79. In item “Changes in Equalisation Reserve” changes in the balance sheet capital and reserve item “Equalization Reserve” during the accounting year shall be reflected. Those insurers who have received a licence for credit insurance in accordance with the requirements of Clause 5 of the “Credit Insurance Regulations” approved by the Commission shall disclose in the Notes the deductions performed in the equalisation technical provisions, as well as the amount of the equalisation technical provisions before performance of these deductions.

80. In item “Investment Management Expenses/Income and Commission Payments” salary, social security payments to the insurer’s employees who deal with investment management shall be reflected, as well as commissions and other similar income (expenses) for the provided (received) investment management services in accordance with the provisions of the contract. 

81. In item “Net Interest Income and Dividend Income” interest income (expenses) and similar income (expenses) shall be reflected from investments in financial assets, financial liabilities of investment contracts valued at amortised cost as well as dividend income from investments in equity capital of related and associated companies.

82. In item ”Net Realised Profit/Loss from Financial Assets and Financial Liabilities, which are not Valuated at Fair Value through Profit and Loss” there shall be reflected:

82.1. profit from selling financial assets available-for-sale and held-to-maturity investments or other type of excluding form the balance sheet, as well as realisation of financial liabilities and other liabilities of investment contracts valued at amortised cost. This item shall reflect profit from changes in fair value of financial assets available-for-sale showed in the balance sheet item “Revaluation Reserves” in the previous accounting periods, if such financial assets available-for-sale are excluded from the balance sheet; 

82.2. losses from selling financial assets available-for-sale and held-to-maturity investments or other type of excluding form the balance sheet, as well as realisation of financial liabilities and other liabilities of investment contracts valued at amortised cost. In this item losses from changes in fair value of financial assets available-for-sale showed in the balance sheet item “Revaluation Reserves” in the previous accounting periods shall be reflected, if such financial assets available-for-sale are excluded from the balance sheet. 

83. In item “Net Profit/Loss from Financial Assets and Financial Liabilities Held for Trading” profit/loss that have occurred as a result of revaluation and realised profit/loss from the mentioned financial instruments shall be reflected.

84. In item “Net Profit/Loss from the Financial Assets and Financial Liabilities Classified at Fair Value through Profit and Loss” changes in fair value of financial assets, investment contracts shall be reflected, if investment risk is being undertaken by the insurance policy holders and other financial liabilities of investment contracts that are classified as financial liabilities at fair value through profit and loss. In this item it shall be also reflected the realised profit/loss from the mentioned financial instruments.

85. In item “Foreign Currency Revaluation result” revaluation profit/loss of transactions in foreign currencies and assets and liabilities denominated in foreign currencies shall be reflected.

86. In item “Profit/Loss from Derecognition of Tangible Assets, Investments in Buildings for Ensuring own Activities, Investments in Property and Intangible Assets” there shall be reflected profit/loss from derecognition of tangible assets, investments in buildings for ensuring own activity, investment property and intangible assets, i.e., alienating assets or in cases, when future economic benefits are not expected from use or alienation of respective assets.

87. In item “Depreciation” amortisation of tangible assets, investments in buildings for ensuring own activity, investments in property and intangible assets shall be reflected, except for goodwill that is not amortised.

88. In item “Impairment Losses” held-to-maturity investment valued at amortised cost shall be reflected, as well as impairment losses of other financial assets that are not valued at fair value through profit and loss and impairment losses of reinsurance contracts. In this item impairment losses of tangible assets, investments in land lots and buildings for ensuring own activity, investment property, intangible value and intangible assets shall also be reflected.

89. In item “Negative Goodwill” negative goodwill shall be reflected, which in accordance with the provisions of the International Financial Reporting Standard No.3 shall be immediately recognized in the profit and loss account.

90. In item “Corporate Income Tax” the corporate income tax calculated for the accounting year, as well as changes in the deferred corporate income tax shall be reflected. The calculated corporate income tax and changes in the deferred corporate income tax shall be specified in the Notes.

91. In item “Profit or Loss of the Accounting Year” profit or losses of the accounting year shall be reflected before its distribution in accordance with the decision of the shareholders’ meeting or the general meeting of members (meeting of authorised persons) of a mutual co-operative society. 

92. In item “Profit/Loss per Share” an insurer, whose shares are in public circulation, shall reflect both basic and corrected profit or loss per common share in accordance with the requirements of the International Accounting Standard No.33. 

VIII. Cash Flow Statement
93. Sample layout of cash flow statement items 

93.1. Cash flow from insurance activity

93.1.1. Premiums received in direct insurance

93.1.2. Insurance claims paid in direct insurance

93.1.3. Cash received for co-insurance

93.1.4. Cash (paid) for co-insurance

93.1.5. Cash received for transferred reinsurance

93.1.6. Cash (paid) for transferred reinsurance

93.1.7. Cash received for accepted reinsurance

93.1.8. Cash (paid) for accepted reinsurance

93.1.9. (Paid) income tax

93.1.10. Compulsory (payments)

93.1.11. Other cash (paid)

93.1.12. Other cash received

93.2. Cash flow from investment activity

93.2.1. (Acquisition) of investments

93.2.2. Investment sale

93.2.3. Investment income

93.2.4. Dividends received

93.3. Cash flow from financial activity

93.3.1. Income from the issue of shares/stocks

93.3.2. Income from attraction of subordinated liabilities 

93.3.3. (Repayment) of subordinated liabilities

93.3.4. Repurchase of own shares/stocks

93.3.5. Sale of own shares/stocks

93.3.6. Dividends (paid)

93.3.7. Income from other financial sources

93.4. Increase/decrease of net cash and cash equivalents

93.5. Effect of changes in currency exchange rates on cash and cash equivalents (+/-)

93.6. Cash and cash equivalents at the beginning of the accounting year

93.7. Cash and cash equivalents at the end of the accounting year

IX. Explanations Regarding Individual Items of the Cash Flow Statement
94. The cash flow statement shall only reflect amounts actually received and paid in the accounting year, dividing them as cash flow from insurance activity, investment activity and financial activity.

95. The cash flow statement shall not reflect movement of funds from one cash or cash equivalent item to another.

96. Highly liquid short-term investments which may be converted into cash in a short period of time and the value of which is not likely to change shall be considered as cash equivalents. Investment normally is considered a cash equivalent only when it has short maturity, for instance three months or less from the date of acquisition. 

97. The effect of exchange rate fluctuations on cash and cash equivalents shall not be reflected in the cash flow from insurance activity, investment activity and financial activity.  It shall be reflected in item 93.5. 

98. In item “Premiums Received in Direct Insurance” insurance premiums received for direct insurance contracts shall be reflected which have been reduced by the repaid part of the premium.

99. In item “Insurance Claims Paid in Direct Insurance” insurance claims paid, paid claims adjustment expenses and paid surrenders shall be reflected. This item shall be reduced by the amounts of losses recovered through cession or realisation of salvage, as well as amounts recovered as a result of subrogation claims.

100. In item “Cash Received for Co-insurance” the received co-insurance premiums, insurance claims if the insurer is the leading insurer and other funds received in accordance with the provisions of the co-insurance contract shall be reflected.

101. In item “Cash (Paid) for Co-insurance” co-insurance premiums paid by the leading insurer to other participants in the co-insurance contract and other payments in accordance with the provisions of the co-insurance contract shall be reflected.

102. In item “Cash Received for Transferred Reinsurance” funds shall be reflected which the insurer upon carrying out reinsurance, including insurance claims and commissions, has received.

103. In item “Cash (Paid) for Transferred Reinsurance” amounts paid by the insurer upon carrying out reinsurance, including premium payments shall be reflected.

104. In item “Cash Received for Accepted Reinsurance” funds shall be reflected which have been received by the insurer upon accepting for reinsurance risks of other insurers, including, premium payments.

105. In item “Cash (Paid) for Accepted Reinsurance” funds shall be reflected which have been paid by the insurer upon accepting for reinsurance risks of other insurers, including, insurance claims and commissions.

106. In item “Compulsory Payments” mandatory payments shall be reflected prescribed in the Mandatory Civil Liability Insurance of Owners of Motor Vehicles Law, payments for Commission maintenance and payments to Protection Fund of the Insured.  Each type of payment shall be specified in the Notes.

107. In items “Other Cash (Paid)” and “Other Cash Received” the received and paid cash shall be reflected which relates to the core activity of the insurer but which is not reflected in items 93.1.1 -93.1.10.

108. In item “(Acquisition) of Investments” funds used for the acquisition of the relevant investments broken down by the type of investment shall be reflected.

109. In item “Sale of Investments” the cash received from the realisation of investments broken down by the type of investment shall be reflected.

110. In item “Investment Income” income received in interest payments, rent and in other manner from the relevant types of investment shall be reflected.

111. In item “Dividends (Paid)” the dividends paid to the shareholders, i.e. dividends determined and paid in accordance with the results of the previous accounting years shall be reflected.

X. Statement of Changes in Capital and Reserves

112. Statement of changes in capital and reserves shall provide:

112.1. insurer’s profit/loss of the accounting year;

112.2. profit/loss, which are directly included in the balance sheet item “Revaluation Reserves” and sum total thereof;

112.3. the calculated increase or decrease in the balance sheet item “Equalization Reserve” and amount thereof at the end of the year;

112.4. changes in discretionary participation feature for insurance contract for which in accordance with the developed accounting policy it shall be specified in a separate capital and reserve item;

112.5. the cumulative effect of changes in the accounting policy and corrections of material errors;

112.6. transactions with shareholders which are related with the issue and cancelling of shares, repurchase and sale of own shares, as well as payments of dividends but in mutual co-operative societies – increase or decrease of the equity capital, alienation of co-operative shares, as well as payment of dividends;

112.7. retained profit/losses for the previous years at the beginning and end of the accounting year and changes in these indicators during the accounting year;

112.8. accounting value of each type of shares forming the paid equity capital, share issue premium, reserve capital and other reserves at the beginning and end of the accounting year, explaining each change in the Notes but mutual co-operative societies — nominal value of each co-operative share forming the equity capital of the co-operative society, reserve capital and other reserves at the beginning and end of the accounting year, explaining each change in the Notes.

113. Sample statement of changes in capital and reserves, with the information to be provided in it, is provided in the Appendix No.2.

XI. Valuation Rules
114. Financial statements shall be prepared in accordance with the following general principles:

114.1. principle of going concern, assuming that the insurer will continue its activity in the future and the management does not have the intention or need to terminate the activity of the insurer or to substantially reduce the scope of activity;

114.2. principle of accumulation, reflecting income and expenses which relate to the accounting year, regardless of the date of receipt or payment thereof;

114.3. principle of consistency, consistently applying the same accounting and valuation methods from period to period;

114.4. principle of significance, reflecting all items that are significant enough to affect valuation of the annual accounts or the taking of further decisions by users of the annual accounts;

114.5. subordination of form to content, reflecting transactions and events according to their economic content and essence, not only their legal form;

114.6. prudential principle, performing valuation in all cases with sufficient precaution in conformity with the following provisions:

114.6.1. only profit obtained during the reporting year shall be included, i.e. income/expenses shall be recognized, taking into account conditions, which existed as at balance sheet date,

114.6.2. all liabilities related to accounting year and previous accounting year shall be taken into consideration; 

114.7. the opening balance of each reporting year shall correspond to the closing balance of the previous year. The opening balance sheet of the accounting year may differ from the closing balance sheet of the previous accounting year approved in the shareholders’ meeting or the general meeting of members of a mutual insurance co-operative society, if according to the provisions of the International Financial Reporting Standards corrections are made in the previous accounting periods;

114.8. asset and liability items and their components shall be evaluated separately.

115. If in the evaluation of a transaction or an event and in performing accounting, a conflict arises between the principles referred to in Clause 114 of these Regulations, preference shall be given to the prudential principle and the significance principle.

116. An insurer may derogate from the principles referred to in Clause 114 of these Regulations only due to substantiated reasons, explaining in the Notes the effect of each such derogation on the valuation of the financial position and results of the activity.

117. Assets and liabilities shall be recognized at value, which shall not be reduced by deducting the value of liabilities from the value of assets or deducting value of assets from the value of liabilities, except for cases when it is requested or allowed by relevant International Financial Reporting Standards.

118. In profit and loss account income and expenses shall not be mutually set off, except for cases, when it is requested or allowed by the relevant International Financial Reporting Standards.

119. In financial statements assets, if provisions for doubtful debts have been formed for them, shall be specified deducting the value of such provisions.

120. Assets and liabilities item of the balance sheet in foreign currencies shall be valued in lats in accordance with the exchange rates set by the Bank of Latvia on the last day of the accounting year. Changes in the value of assets and liabilities related to the changes in foreign exchange rates shall be reflected in the profit or loss account or the balance sheet item “Revaluation Reserves” in the currency of the Republic of Latvia in accordance with the provisions of the International Accounting Standard No.21.

121. If between the end of the accounting year and the day when the annual accounts are approved for making them public there have been events which provide evidence regarding circumstances which have existed on the balance sheet date, then such events shall be taken into account in valuing the relevant items of financial statements. 

122. If between the end of the accounting year and the day when the annual accounts are approved for making them public there have been events which attest to circumstances which have occurred after the balance sheet date and they are so significant that without providing information thereon the ability of the users of financial statements to value these statements and take decisions would be affected, then the Notes shall provide information regarding the nature of each such event and an estimate of the financial consequences or a notification that such estimate is impossible to be made.

123. In determining the accounting policy the insurer shall specify the valuation method for each type of investment and apply it consistently. Financial instruments shall be classified as following:

123.1. financial assets or financial liabilities at fair value through profit and loss:

123.1.1. financial assets or financial liabilities held for trading

123.1.2. classified as financial assets or financial liabilities at fair value through profit and loss;

123.2. financial assets available-for-sale;

123.3. loans granted and debtors’ debts;

123.4. held-to-maturity investments.

124. Valuation of all items of the financial statements, except for technical provisions and equalization reserves, shall be carried out in accordance with the requirements of the International Financial Reporting Standard as far as it is not in contradiction with the provisions of Clause 3 of these Regulations.

125. If one method is accepted for the calculation of technical provisions, it shall also be consistently used in subsequent years, unless circumstances justify a change of method. The calculation method shall be explained in the Notes and, if the method is changed, the reasons shall be indicated and explanation provided as to how the change of calculation method affects assets and liabilities, and profit or loss. 

126. Defining accounting policy an insurer shall specify a contract that in legal terms is an insurance contract, classification principles for accounting needs, specifying how each type of insurance contract of the portfolio of the insurer is classified and specifying in what cases the insurance contract may be re-classified.

XII. Contents of the Notes 
127. Such information as well as information prescribed in other Clauses of these Regulations regarding content of the Notes and requested in the International Financial Reporting Standards shall be included in the Notes:

127.1. explanation of the accounting policy applied in the preparation of financial statements specifying:

127.1.1. criteria and assumptions, which have been applied to the recognition of balance sheet items in the balance sheet or exclusion from there, separately describing items ensuing from insurance contracts,

127.1.2. principles for valuation of balance sheet and Notes items, encumbrances of assets and liabilities,

127.1.3. policy for accumulation and recognition of income and expenses, separately explaining items, ensuing from insurance contracts,

127.1.4. criteria in accordance with which financial assets and financial liabilities are classified in the categories specified in Clause 123, as well as criteria and restrictions for their reclassification,

127.1.5. methods and most significant assumptions used in determining the fair value of financial assets,

127.1.6. procedures for correcting material errors which refer to the previous accounting years,

127.1.7. principles for reflecting changes in the accounting policy,

127.1.8. foreign exchange rate set by the Bank of Latvia used for recalculation of items expressed in a foreign currency,

127.1.9. cost, amount of provisions and book value of assets for which provisions have been created at the beginning and at the end of the accounting year,

127.1.10. provisions of insurance contracts that have material influence on future cash flow amounts, time periods and uncertainty,

127.1.11. risk management policies applied for hedging, information about concentration of  insurance risk and information about interest and credit risk ensuing from reinsurance contracts;

127.2. names and legal addresses of related and associated companies, specifying proportion in share capital shares, profit or loss of the previous accounting year and the accounting year;

127.3. the number of employees at the end of the accounting year broken down by insurer’s employees and insurer’s agents, as well as broken down by insurer’s units (insurer’s seat, branches, representations and agencies);

127.4. remuneration granted to board of directors and council members in the accounting year and the amount of credits, as well as any type of guarantee granted;

127.5. information regarding material participation of shareholders of a stock company or members of a mutual co-operative society in the equity capital regarding the position at the end of the accounting year, specifying the face value of shares or co-operative shares and the number of votes;

127.6. information about size of registered and paid-up share capital, specifying types of shares and face value thereof; 

127.7. a list of the chairperson of the council, chairperson of the board of directors, chairperson of the executive body (of mutual insurance co-operative societies), as well as members of the council, members of the board of directors and members of the executive body with the given name, surname and position of these officials.  This information shall also be provided in respect of the persons who have resigned from the positions referred to in the accounting year.

128. The Notes shall provide information about amount of financial assets and financial liabilities reflected in the balance sheet that relate to related and associated companies.

129. The Notes shall provide information about those sub-items of the item “Creditors” of the balance sheet and amount of liabilities included thereto the initial repayment period of which is five years or more. If any type of collateral has been requested for the fulfilment of liabilities, information about type and amount of the collateral shall be provided in the Notes.

130. The Notes shall reflect guarantees granted by the insurer and similar potential liabilities, which are not related to insurance contracts. Liabilities of this type towards related companies shall be reflected separately. Potential liabilities shall be the following:

130.1. possible liabilities which have arisen as a result of past events and the existence of which depends on the fulfilment of such future events which cannot be fully controlled by the insurer;

130.2. current liabilities which have arisen as a result of past events but which are not recognised in the balance sheet because the amount of liabilities cannot be reliably valued or it is not expected that funds will be required to meet such liabilities.

131. The Notes shall specify:

131.1. the following technical account indicators of the profit or loss account of a non-life insurance company, broken down between direct insurance and reinsurance acceptances (if reassurance acceptances amount to 10 or more per cent of gross premiums written): 
131.1.1. gross premiums written,

131.1.2. gross premiums earned,

131.1.3. gross claims paid,

131.1.4. gross administrative expenses;

131.2. the following technical account indicators of the profit or loss account of a life assurance company, broken down between direct insurance and reinsurance acceptances (if reassurance acceptances amount to 10 or more per cent of gross premiums written): 
131.2.1. premiums under individual contracts and premiums under group contracts:

131.2.1.1. premiums under individual contracts,

131.2.1.2. premiums under group contracts,

131.2.2. single and periodic premiums:

131.2.2.1. single premiums,

131.2.2.2. periodic premiums,

131.2.3. premiums for contracts with discretionary participation feature, premiums for contracts without discretionary participation feature and premiums for unit-linked contracts:

131.2.3.1. premiums for contracts with discretionary participation feature,

131.2.3.2. premiums for contracts without discretionary participation feature,

131.2.3.3. premiums for unit-linked contracts;

131.3. result of the profit or loss account in reinsurance.

132. In the Notes indicators of the profit or loss account in non-life insurance broken down between direct insurance and reinsurance acceptances, taking into account the provisions of Clause 131.1, shall be reflected according to the following distribution:

132.1. accident insurance; 

132.2. health insurance;

132.3. insurance of land means of transport (other than railway);

132.4. railway transport insurance;

132.5. aircraft insurance;

132.6. ship insurance; 

132.7. freight insurance;

132.8. property insurance against fire and natural disasters;

132.9. property insurance against other losses;

132.10. civil liability insurance of owners of land means of transport;

132.11. mandatory civil liability insurance of owners of land means of transport;

132.12. civil liability insurance for owners of aircraft;

132.13. civil liability insurance for owners of ships;

132.14. general civil liability insurance;

132.15. credit insurance;

132.16. suretyship insurance;

132.17. insurance of various financial losses;

132.18. insurance of legal expenses;

132.19. assistance insurance.

133. The breakdown referred to in Clause 132 of these Regulations shall not be performed if the amount of the gross premiums written in direct insurance for the relevant type does not exceed the equivalent of 10 million Euro which are calculated into the currency of the Republic of Latvia according to the exchange rate determined by the Bank of Latvia. However, each non-life insurance company shall reflect the breakdown of indicators of the profit or loss account for the three proportionally largest insurance types.

134. The Notes shall provide information regarding the amount of commissions in direct insurance, broken down by the types of commissions, including for acquisition, renewal of contracts, administration of contracts and collection of insurance premiums.

135. The Notes shall specify acquisition, alienation, revaluation and other changes during the accounting year, as well as the increase (decrease) of the revaluation reserve in the accounting year, which is related to changes in the value of the following assets:

135.1. investments in land and buildings used to ensure activities of the insurer;

135.2. investments in the share capital of related and associated companies.

136. If gross premiums written (on the basis of the geographical location of the insured risk) for the concluded direct insurance contracts exceed 5 per cent, in the Notes they shall be reflected in the following breakdown by countries:

136.1. Latvia;

136.2. European Economic Area countries;

136.3. other countries.

137. If investments are reflected in the annual accounts at their purchase value, fair value of these investments shall be specified in the Notes. If investments are reflected in the annual accounts at their fair value, purchase value of these investments shall be specified in the Notes.

138. Conformity test of the liabilities included in the insurance contracts shall be prepared evaluating whether insurance liabilities recognized during the accounting year regarding effective insurance contracts are sufficient, taking into account evaluation of the future cash flow. If the evaluation shows that book value of insurance liabilities is insufficient, taking into account evaluation of the future cash flow, the missing difference shall be recognized in the profit and loss account.

139. A fact shall be clearly stated in the appendix that the financial statements are prepared in accordance with the International Financial Reporting Standards approved by the European Commission as well as information shall be provided if significant differences appear among financial statements prepared in such way and financial statements, which are fully prepared according to the International Accounting Standards, International Financial Reporting Standards issued by the International Accounting Standards Council and International Financial Reporting Interpretations Committee’s  standard interpretations. In case of significant differences description of each such difference and estimate of financial differences shall be provided. 

XIII. Additional Requirements for the Procedure of Preparation and Submission of the Consolidated Annual Accounts
140. Consolidated cash flow statement and consolidated statement of changes in capital and reserves shall be prepared in accordance with the requirements of Articles VIII and X of these Regulations. Consolidated balance sheet and consolidated profit and loss account may be prepared according to the sample provided in Clauses 18 and 62 of these Regulations. Minority participation share of the shareholders shall be reflected in composition of capital and reserves separately from the capital and reserves of the holding company. An insurer need not to show separate items if they are insignificant or the not showing thereof makes the items of consolidated balance sheet and consolidated profit and loss account clearer as well as to arrange the mentioned statement items in other way however the information reflected in the items shall meet the requirements of the International Financial Reporting Standards.

141. On the basis of the normative regulations of the Commission, an insurer who prepares consolidated financial statement shall prepare and approve the procedure for preparation of the consolidated financial statements as well as develop internal control system ensuring timely receipt of true information on the group companies.

142. Preparing consolidated financial statements coordination principles of consolidation methods shall be used, and they shall be used consistently from year to year. Derogation from this principle is allowed only in exceptional cases. Each such case as well as reason for changing the consolidation method and influence of this change on the items of the consolidated financial statements shall be explained in the Notes of the consolidated annual accounts.

143. If a subsidiary company is not included in the consolidation in cases provided in the international Accounting Standard No.27, then in the Notes justification for not including this company shall be provided as well as influence of not including on the financial position of the group, activity results and cash flow shall be described. The following information about the company not involved in the consolidation shall be provided in the Notes: 

143.1. gross premiums written;

143.2. profit or loss of the accounting year;

143.3. capital and reserves;

143.4. average number of employees.

XIV. Contents of the Notes 
144. Such information as well as information prescribed in other clauses of these Regulations regarding content of the Notes and requested in the International Financial Reporting Standards shall be included in the Notes:

144.1. valuation and revaluation methods of items of consolidated financial statements;

144.2. names and registration addresses of companies of the group, the type of activity of each subsidiary company, as well as such share of the share capital of each subsidiary company as has been acquired by the companies of the group and persons who act in their own name but at the instruction or for the benefit of the companies of the group; 

144.3. description of the method used for inclusion of financial statement indicators of each subsidiary company in the consolidated financial statements;

144.4. names and registration addresses of associated companies, as well as the number of share capital shares of such companies owned by the companies included in consolidation or persons who act in their own name but at the instruction or for the benefit of the companies of the group; 

144.5. names and registration addresses of jointly managed companies, as well as equity capital shares of such companies owned by the companies included in consolidation or by persons who act in their own name but at the instruction or for the benefit of the companies of the group; 

144.6. the total amount of any liabilities not reflected in the consolidated balance sheet if such information is important for valuation of the financial position of the group;

144.7. distribution of positive or negative goodwill among specific companies, as well as the amount of such goodwill at the beginning of the accounting year, amortisation thereof and the remaining value at the end of the accounting year;

144.8. stocks or shares of the holding company that are owned by such holding company or its subsidiary companies, or persons who act in their own name but at the instruction or for the benefit of the companies of the group, indicating the number and face value of such shares;

144.9. information of different activity types of companies involved in the consolidation, if such exist.

XV. Closing Provisions
145. These Regulations shall be applied by the insurer in preparing annual accounts and consolidated annual accounts starting with 2006.

146. To recommend insurers to apply the Regulations in preparing annual accounts and consolidated annual accounts for 2005.

147. With these Regulations coming into effect “Regulations for Preparation of Annual Accounts and Consolidated Annual Accounts of Insurance Joint Stock Companies, Mutual Insurance Co-operative Societies and Branch Offices of Non Member State Insurers” approved by the Decision No.357 of the Board of the Commission of 27 December 2002 are repealed. 
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