Disclaimer: The English language text below is provided by the Translation and Terminology Centre for information only; it confers no rights and imposes no obligations separate from those conferred or imposed by the legislation formally adopted and published. Only the latter is authentic. The original Latvian text uses masculine pronouns in the singular. The Translation and Terminology Centre uses the principle of gender-neutral language in its English translations. In addition, gender-specific Latvian nouns have been translated as gender-neutral terms, e.g. chairperson.

Council of the Finance and Capital Market Commission

Decision No. 357

Adopted 27 December 2002

On Approval of Regulations for Preparation of Annual Accounts and Consolidated Annual Accounts of Insurance Stock Companies and Mutual Insurance 

Co-operative Societies

On the basis of Sections 6-8 and 17 of the Law on the Finance and Capital Market Commission, and Section 49 of the Law on Insurance Companies and Supervision Thereof

The Council of the Finance and Capital Market Commission decides:

To approve the Regulations for Preparation of Annual Accounts and Consolidated Annual Accounts of Insurance Stock Companies and Mutual Insurance Co-operative Societies (Notes).

Chairperson of the Finance and Capital Market Commission






(signed)


U. Cerps

Regulations for Preparation of Annual Accounts and Consolidated Annual Accounts of Insurance Stock Companies and Mutual  Insurance Co-operative Societies
Regulations for Preparation of Annual Accounts and Consolidated Annual Accounts of Insurance Stock Companies and Mutual Insurance Co-operative Societies (hereinafter — Regulations) have been developed on the basis of the Law on Insurance Companies and Supervision Thereof and the Law on Finance and Capital Market Commission. These Regulations are binding on insurance stock companies and mutual insurance co-operative societies (hereinafter – insurer) in preparing annual accounts, consolidated annual accounts and in conducting accounting. 

1. TERMS USED IN THESE REGULATIONS
1.1. Book value – the sum in which assets or liabilities have been shown in the balance sheet.

1.2. Fair value – the sum for which it is possible to exchange an asset or to fulfil liabilities in a transaction between well-informed, interested and financially independent persons.

1.3. Amortised cost – the sum in which financial assets or financial liabilities are initially recognised in the balance sheet from which the repaid principal amount has been deducted, depreciated difference between the cost and the value at maturity has been deducted or added, as well as adjustment performed due to impairment or non-recoverability of this instrument has been deducted.

1.4. Financial instrument – an agreement, which concurrently creates a financial asset for one person, but financial liabilities or an equity instrument for another person.

1.5. Financial asset – an asset which is cash or rights arising from a contract to receive cash or other financial assets from another person or to exchange financial instruments with another person under potentially advantageous conditions or an equity instrument of another company.

1.6. Financial liabilities – liabilities arising from an agreement to transfer cash or other financial assets to another person or to exchange financial instruments with another person under potentially disadvantageous conditions.

1.7. Equity instrument – an agreement which certifies the right to a share of net assets of a commercial company (hereinafter – company), i.e. of the assets of the company from which all liabilities of this company have been deducted.

1.8. Financial assets or financial liabilities held for trading – financial assets or liabilities which have been acquired or have occurred mainly to gain profit as a result of short-term price fluctuations, as well as financial assets which irrespective of the reason for acquisition are a part of such aggregate of assets regarding which it is known that such assets have been recently actually utilised to gain short-term profit.

1.9. Held-to-maturity investments – financial assets with fixed or determinable payments and fixed term which the insurer has decided and is able to hold until maturity and which are not loans and similar claims.

1.10. Loans and similar claims – financial assets created by the insurer by lending cash, other assets or providing services directly to the debtor and which are not assets created with a purpose to sell them immediately or in a short time period.

1.11. Investments available for sale – financial assets, which are not the financial assets referred to in Paragraphs 1.8-1.10.

1.12. Derivative instruments – financial instruments the value of which changes depending on the specified interest rate, price of securities, price of goods, foreign exchange rate, price or rate index, credit rating or changes in a similar variable value. For the acquisition of derivative instruments no initial investment is required or small initial investment is required compared with other types of instruments that likewise depend on changes in market conditions and settlements related to derivative instruments take place in the future.

1.13. Repurchase agreements (repo) – transactions that include sale of the seller’s assets to a purchaser on condition that the purchaser shall transfer these assets back to the seller for a specific price on the date specified or to be specified later by the seller. Currency future  transactions and option contracts need not be considered as repurchase transactions.

1.14. Reverse repurchase agreements – transactions that include sale of the seller’s assets to a purchaser on condition that the purchaser has the right (not obligation) to re-sell these assets to the seller at the acquisition price or other previously co-ordinated price on the specified date or later date to be specified.

1.15. Impairment losses – the amount by which the book value of an asset exceeds the recoverable value thereof.

1.16. Effective interest rate – the rate that until maturity of financial assets or financial liabilities or the next date of change in the interest rate precisely discounts the expected future monetary payment flow to the carrying amount of financial assets or financial liabilities. The calculation shall include all commissions and other payments, which in accordance with the terms of the contact are to be paid or received.

2. GENERAL PROVISIONS
2.1. An insurer shall prepare annual accounts for each year of activity. The annual accounts, as a unified whole, shall consist of financial statements, a report from the management of the insurer (in stock companies – council and board of directors, in mutual co-operative societies – executive body) and a notification regarding responsibility of the management of the insurer. Financial statements shall give a true and fair view of the financial position, results of the activity and cash flow of the insurer. Valuation of the items of financial statements shall be performed on the basis of the International Accounting Standards issued by the International Accounting Standards Board (International Accounting Standards 1-39) insofar as they do not contradict these or other regulations of the Finance and Capital Market Commission (hereinafter – Commission).

2.2. Financial statements shall include:

2.2.1. a balance sheet;

2.2.2. profit or loss account;

2.2.3. cash flow statement;

2.2.4. statement of changes in capital and reserves; and

2.2.5. Notes.

2.3. If financial statements prepared in conformity with these Regulations fail to give a sufficiently fair and true view of the financial position, results of the activity and cash flow of the insurer, in exceptional cases derogation from separate requirements of these Regulations shall be possible, explaining in the Notes the reasons for such derogation and the effect thereof on the valuation of the financial position, results of the activity and cash flow of the insurer. 

2.4. The monetary unit to be used in the annual accounts of an insurer (hereinafter – annual accounts) shall be the lat. The annual accounts shall specify the degree of accuracy of figures.

2.5. 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, as well as disclosing other information that has substantially affected, or may substantially affect, valuation of the financial position and results of activity of the insurer. The Notes shall also disclose information regarding the cases of recovery of own stocks or co-operative shares of the insurer.

2.6. The layout of items of the balance sheet, profit or loss account, cash flow statement and statement of changes in capital and reserves shall meet the requirements of Paragraphs 5, 7, 9 and 11 of these Regulations. Additional items shall be shown if they do not conform to the content of the items listed in the paragraphs referred to. 

2.7. In items which in Paragraphs 5 and 7 of these Regulations are designated by four numbers may be not shown as separate items if they are insignificant or the not showing thereof makes the balance sheet and profit or loss account items clearer, however then the information requested therein shall be shown in the Notes. This provision shall not apply to the technical reserve items and technical account items 7.2.1, 7.2.4, 7.3.1, 7.3.5 and 7.3.6 of the profit or loss account which are to be reflected in the balance sheet.

2.8. Each item of the balance sheet, profit or loss account, cash flow statement and statement of changes in capital and reserves and indicators reflected in the Notes shall have the indicators for the accounting year and the relevant indicators for the previous accounting year specified. 

2.9. In items in the balance sheet, profit or loss account, cash flow statement and statement of changes in capital and reserves in which there are no indicators shall be set out only if the indicator of the relevant item appeared in the annual accounts of the previous year.

2.10. If any asset or liability relates to several balance sheet items, belonging of such to other items shall be reflected in the Notes if such reflection is necessary in order to understand and assess the information provided in the financial statements. Own stocks (shares) of the insurer, as well as participation in the equity capital of a related company may only be reflected in items foreseen for such purpose.

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

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

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

2.12. An accounting year shall cover 12 months and normally it shall coincide with the calendar year. The first accounting period of a newly established insurer may be shorter or longer than the calendar year but not longer than 18 months. The annual accounts shall be prepared in the official language.

2.13. If the insurer deals only with health insurance and in doing so applies only or mainly the technical principles of life assurance, then in preparing financial statements the insurer shall apply those requirements of these Regulations which apply to a life insurer.

2.14. Assets acquired in the name of and for the benefit of third parties shall not be shown in the balance sheet.

3. SUMBISSION AND PUBLICATION OF ANNUAL ACCOUNTS
3.1. The insurer shall submit to the Commission the annual accounts together with a report by 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 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, a copy of the report by 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.

3.2. The insurer shall not later than a month after approval of the 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 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 of the insurer are published in full, they shall be identical with those examined by the sworn auditor. These annual accounts shall be published together with a full report by the sworn auditor regarding financial statements.
3.3. If the annual accounts of the insurer are not published in full, it shall be clearly indicated that abridged annual accounts are being published but full annual accounts are freely available at the seat of the insurer for consideration, which does not exceed the copying costs thereof. In publishing abridged annual accounts the existence of the report by a sworn auditor shall be indicated, as well as information whether the sworn auditor has refused to provide an opinion, whether the sworn auditor has provided a negative opinion and whether the opinion by the sworn auditor is with or without remarks (objections). If the sworn auditor draws attention to the existence of some conditions without expressing remarks (objections), such fact shall be indicated when publishing the abridged annual accounts.
4. REPORTS

4.1. The report of the management of the insurer shall indicate a characterisation of the development and financial position of the insurer, the planned development of the insurer, explaining every significant condition and risk, cases of acquisition of own stocks/co-operative shares, information regarding the most important events if such have occurred after the end of the accounting year, as well as recommendations regarding the distribution of profit, the amount of dividends or covering of losses. 

4.2. The notification regarding the responsibility of the management of the insurer shall certify the responsibility of the management for the preparation of annual accounts which shall truthfully reflect the financial position of the insurer at the end of the accounting year, as well as the results of the activity and cash flow in the accounting year. 

4.3. If any member of the board of directors or council considers that the 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 responsibility of the management of the insurer.

5. LAYOUT OF BALANCE SHEET ITEMS
5.1. ASSETS
5.1.1. Subscribed equity capital unpaid.

5.1.2. Intangible assets:

5.1.2.1. Goodwill

5.1.2.2. Other

5.1.3. Investments:

5.1.3.1. Land and buildings

5.1.3.2. Related companies:

5.1.3.2.1. Participation in the equity capital

5.1.3.2.2. Debt securities and loans

5.1.3.3. Associated companies:

5.1.3.3.1. Participation in the equity capital

5.1.3.3.2. Debt securities and loans

5.1.3.4. Other financial investments:

5.1.3.4.1. Stocks and other variable-yield securities

5.1.3.4.2. Debt securities and other fixed-income securities

5.1.3.4.3. Participation in investment pools

5.1.3.4.4. Loans guaranteed by mortgages

5.1.3.4.5. Other loans

5.1.3.4.6. Time deposits with credit institutions

5.1.3.4.7. Other investments

5.1.3.5. Deposits with ceding undertakings

5.1.4. Investments for the benefit of life assurance policyholders who bear the investment risk

5.1.5. Debtors:

5.1.5.1. Debtors arising out of direct insurance operations:

5.1.5.1.1. Policyholders

5.1.5.1.2. Intermediaries

5.1.5.2. Debtors arising out of reinsurance operations

5.1.5.3. Other debtors

5.1.6. Other assets:

5.1.6.1. Tangible assets

5.1.6.2. Cash in hand and current claims on credit institutions

5.1.6.3. Other assets

5.1.7. Accrued income and prepayments:

5.1.7.1. Accrued interest and rent

5.1.7.2. Deferred acquisition costs

5.1.7.3. Other prepayments and accrued income

5.1.8. Total assets

5.2. LIABILITIES
5.2.1. Capital and reserves:

5.2.1.1. Subscribed equity capital

5.2.1.2. Stock issue premium

5.2.1.3. Own stocks/co-operative shares (-):

5.2.1.4. Revaluation reserve

5.2.1.5. Reserve capital and other reserves

5.2.1.6. Undistributed profit/loss of previous years

5.2.1.7. Profit/loss for the accounting year

5.2.2. Subordinated liabilities

5.2.3. Technical reserves:

5.2.3.1. Technical reserves for unearned premiums and unexpected risks:

5.2.3.1.1. Gross amount

5.2.3.1.2. Reinsurance amount (-)

5.2.3.2. Technical reserves for life assurance:

5.2.3.2.1. Gross amount

5.2.3.2.2. Reinsurance amount (-)

5.2.3.3. Technical reserves for outstanding insurance claims:

5.2.3.3.1. Gross amount

5.2.3.3.2. Reinsurance amount (-)

5.2.3.4. Technical reserves for bonuses:

5.2.3.4.1. Gross amount

5.2.3.4.2. Reinsurance amount (-)

5.2.3.5. Equalisation technical reserves

5.2.3.6. Other technical reserves:

5.2.3.6.1. Gross amount

5.2.3.6.2. Reinsurance amount (-)

5.2.4. Technical reserves for life-assurance policies where the investment risk is borne by the policyholders:

5.2.4.1. Gross amount

5.2.4.2. Reinsurance amount (-)

5.2.5. Provisions:

5.2.5.1. Provisions for pensions and similar obligations

5.2.5.2. Provisions for taxation

5.2.5.3. Other provisions

5.2.6. Deposits received from reinsurers

5.2.7. Creditors:

5.2.7.1. Creditors arising out of direct insurance operations:

5.2.7.1.1. Policyholders

5.2.7.1.2. Intermediaries

5.2.7.2. Creditors arising out of reinsurance operations

5.2.7.3. Loans from credit institutions

5.2.7.4. Taxes and social security payments

5.2.7.5. Other creditors

5.2.8. Accrued expenses and deferred income

5.2.9. Total liabilities

6. EXPLANATIONS REGARDING BALANCE SHEET ITEMS
6.1. In item “Subscribed capital unpaid” shall be reflected that part of the subscribed capital which has not been paid on the balance sheet date.

6.2. In item “Intangible assets” shall be reflected assets which do not have a tangible form, which are held for 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 and other assets of substantially similar nature acquired for consideration. Negative goodwill shall be included in this item with a minus sign. 
6.3. In item “Land and buildings” shall be reflected investments in land and buildings, including those leased without rights of pre-emption 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 rights of pre-emption which costs have improved the economic indicators of the relevant objects unless the rental contract provides for compensation of such costs. Land and buildings, which are used to ensure activities of the insurer and other land and buildings, shall be specified separately in the Notes.

6.4. In item “Related companies” shall be reflected investments (stocks, shares) in the equity capital of related companies. 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. This item shall also reflect the loans issued to related companies and investments in debt securities of related companies.

6.5. In item “Associated companies” shall be reflected investments in the equity capital of associated companies. An associated company is a company in which the insurer has significant influence which grants the right to influence but not to control the financial and operational policy of the company or directly or indirectly (through subsidiary companies) owns from 20 to 50 per cent of the equity capital or the total number of voting stocks or shares. This item shall also reflect the loans issued to associated companies and investments in debt securities of associated companies.

6.6. In item “Stocks and other variable-yield  securities” shall be reflected investments in the equity capital of companies, investment certificates of investment funds and securities equivalent thereto and investments in other variable-yield securities. This item shall only show such participation in the equity capital of companies which in accordance with the requirements of Paragraphs 6.4 and 6.5 does not have to be reflected in asset items 5.1.3.2 and 5.1.3.3 of the balance sheet.

6.7. In item “Debt securities and other fixed-income securities” shall be reflected transferable debt securities, mortgage debentures and other transferable fixed-income securities, including securities issued by central and local governments, securities issued by credit institutions and other companies, except for those indicated in items 5.1.3.2 and 5.1.3.3. 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.

6.8. In item “Participation in investment pools” shall be reflected stocks or shares owned by the insured in joint investments of several companies or several pension funds, the management of which has been entrusted to one of those companies or pension funds.

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

6.10. In item “Other loans” shall be reflected loans which in accordance with the requirements of Paragraphs 6.4, 6.5 and 6.9 need not be reflected in asset items 5.1.3.2, 5.1.3.3 and 5.1.3.4.4 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 policyholders, 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 policyholder (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 5.1.5.3 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 material, such loans shall be disclosed in the Notes.

6.11. In item “Time deposits with credit institutions” shall be reflected deposits with credit institutions which may only be withdrawn after a specific time period. Deposits without such time restriction, even if they bear interest, shall be reflected in asset item 5.1.6.2 of the balance sheet.

6.12. In item “Other investments” shall be reflected those investments which in accordance with the requirements of Paragraphs 6.6-6.11 need not be reflected in asset items 5.1.3.4.1-5.1.3.4.6 of the balance sheet. These investments shall be disclosed in the Notes.

6.13. In item “Deposits with ceding undertakings” the insurer which accepts risks for reinsurance shall be reflected guarantee payments as deposits which are deposited with ceding undertakings or third parties. These amounts may not be combined with other debts of the ceding undertaking to the insurer or reduced by the debts of the insurer to the ceding undertaking, as well as to perform mutual set-off of such debts. Securities deposited with a ceding undertaking or a 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.

6.14. In item “Investments for the benefit of life assurance policyholders who bear the investment risk” life insurers shall be reflected investments the value of which is used to determine the value of or the return on unit-linked insurance contracts and investments intended to cover liabilities which are determined on the basis of an index specified in insurance contracts.

6.15. In item “Debtors arising out of direct insurance operations — policyholders” shall be reflected the requirements in accordance with the provisions of the insurance contract in respect of policyholders.

6.16. In item “Debtors arising out of direct insurance operations — intermediaries” shall be reflected the requirements in accordance with the provisions of the intermediary contract in respect of insurance agents, insurance agencies, insurance brokerage companies, other insurance companies and leading insurers in the case of co-insurance.

6.17. In item “Debtors arising out of reinsurance operations” shall be reflected claims of the insurer against reinsurers and claims of the insurer who accepts risks for reinsurance against ceding undertakings. If the insurer is operating concurrently as a ceding undertaking and as a reinsurer, in the Notes the relevant claims of debtors shall be specified separately. 

6.18. In item “Other debtors” shall be reflected claims which in accordance with the requirements of Paragraphs 6.15-6.17 are not reflected in asset items 5.1.5.1 and 5.1.5.2 of the balance sheet. 

6.19. In item “Tangible assets” shall be reflected tangible assets owned by the insurer, acquired as a result of financial leasing transactions which the insurer utilises for 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 the reconstruction, improvement or renovation costs of tangible assets owned by the insurer and leased without rights of pre-emption which costs have improved the economic indicators of the relevant tangible assets unless the rental contract provides for compensation of such costs. This item shall be reflected the costs of unfinished construction and advance payments for land, buildings and tangible assets. Tangible assets in own use shall be specified in the Notes.

6.20. In item “Cash in hand and current claims on credit institutions” shall be reflected funds in the cashier’s office of the insurer and current claims on credit institutions (claims on credit institutions which may be satisfied without a prior request or the time period for request is 24 hours or one working day). 

6.21. In item “Other assets” shall be reflected other assets which in accordance with the requirements of Paragraphs 6.19 and 6.20 are not reflected in items 5.1.6.1 and 5.1.6.2. This item shall also show financial assets, which arise by valuing derivative instruments at their fair value, i.e. the sum total of the positive values of separate derivative instruments. Information regarding the content of the item shall be provided in the Notes.

6.22. In item “Accrued interest and rent” shall be reflected interest and rental payments which relate to the accounting year and the previous years, but which have not yet become receivable.

6.23. In item “Deferred acquisition costs” shall be reflected the part of acquisition costs which consists of the direct acquisition costs paid for entering into insurance contracts (commissions paid to intermediaries, expenses for preparation of documents) relating to the subsequent accounting years. In non-life-insurance in calculating the part of acquisition costs connected to each contract which relates to the deferred acquisition costs, the proportion shall be observed which is formed by the ratio of the technical reserves for unearned premiums against the gross premiums written. If acquisition costs have been included in the calculation of technical reserves 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 reserves for life assurance mathematically calculated for the needs of this calculation may not be reduced by negative mathematical reserves of separate insurance contracts.
6.24. In item “Other prepayments and accrued income” shall be reflected income which relates to the accounting year and previous years but which have not yet become receivable, as well as expenses which have been made in the accounting year but which relate to the subsequent periods. This item shall also specify deferred enterprise income tax assets. These amounts shall be explained in the Notes.
6.25. In item “Subscribed equity capital” shall be reflected the subscribed equity capital the amount of which has been recorded in the commercial register. Mutual insurance co-operative societies shall be reflected in this item the total amount of the nominal values of co-operative shares of all society members. 

6.26. In item “Stock issue premium” shall be reflected the difference between the selling price of stocks of an insurer and the nominal value thereof, except for supplementary charges for payment of the accrued reserve capital.

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

6.28. In item “Revaluation reserves” shall be reflected value increase of investments in the equity capital of related and associated companies in accordance with the provisions of Paragraph 12.16.2.5, as well as the positive result of revaluation of the value of investments in land and buildings used to ensure the activity of the insurer and changes in the fair value of investments available for sale in accordance with the provisions of Paragraphs 12.15 and 12.21.

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

6.30. In item “Undistributed profit/loss of previous years” shall be reflected the undistributed profit of previous accounting years which has remained at the disposal of the insurer after supplementation of reserve capital and other reserves and distribution of dividends, or losses.

6.31. In item “Profit/loss for the accounting year” shall be reflected the profit for the accounting year before distribution thereof or losses.

6.32. In item “Subordinated liabilities” shall be reflected liabilities 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 stockholders. The provision referred to shall be clearly specified in the contract. Liabilities for the remaining terms shall be disclosed in the Notes.

6.33. In item “Technical reserves” shall be reflected the technical reserves calculated in accordance with the procedures approved by the management of the insurer. 

6.34. In item “Reinsurance amount in technical reserves” shall be reflected the reinsurance amount in technical reserves calculated in accordance with the procedures approved by the management of the insurer, in compliance with the provisions of reinsurance contracts. 

6.35. In item “Technical reserves for life assurance policies where the investment risk is borne by the policyholders” shall be reflected liabilities which comply with the specific provisions of unit-linked insurance contract. If the insurer guarantees payment of a specific amount when an insurable event sets in, any amount of additional technical reserves which has been created to cover death risks, operating expenses or any other risks provided for by the contract shall be reflected in the relevant sub-item of liabilities item 5.2.3 of the balance sheet.

6.36. In item “Provisions” shall be reflected provisions for liabilities 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. Provisions shall be reflected in the distribution among provisions for pensions and similar obligations, provisions for taxes, for example, deferred enterprise income tax obligations and other provisions, for example, leave obligations, disclosing each type of provisions in the Notes.

6.37. In item “Deposits received from reinsurers” the insurer shall be reflected deposits received or sums withheld from reinsurers 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.

6.38. In item “Creditors arising out of direct insurance operations — policyholders” shall be reflected liabilities of the insurer towards policyholders which in accordance with the provisions of Paragraph 6.33 need not be reflected in item 5.2.3 of the balance sheet. This item shall be reflected pre-payments for insurance premiums made by policyholders. This item shall not reflect insurance claims payable.

6.39. In item “Creditors arising out of direct insurance operations — intermediaries” shall be reflected liabilities in accordance with the provisions of the intermediary contract towards insurance agents, insurance agencies, insurance brokerage companies, other insurance companies and leading insurers in the case of co-insurance.

6.40. In item “Creditors arising out of reinsurance operations” shall be reflected liabilities of the insurer towards reinsurers and liabilities of the insurer towards ceding undertakings. If several reinsurance contracts have been entered into with one reinsurer (ceding undertaking), calculation of the closing balance (resulting balance) of the mutual reinsurance transactions account shall not be allowed, except for the cases when it is provided for in the reinsurance contract. If the insurer operates concurrently as a ceding undertaking and as a reinsurer, the distribution of liabilities shall be reflected in the Notes. 

6.41. In item “Loans from credit institutions” shall be reflected loans received from credit institutions.

6.42. In item “Taxes and social security payments” shall be reflected liabilities for taxes and social security payments in the accounting year. Liabilities shall be disclosed in the Notes according to the type of tax.

6.43. In item “Other creditors” shall be reflected liabilities towards related and associated companies, other liabilities if provisions of Paragraphs 6.38-6.42 do not apply thereto and they need not be reflected in liabilities items 5.2.7.1-5.2.7.4 of the balance sheet. This item shall also show financial liabilities, which arise when valuing derivative instruments at their fair value, i.e. sum total of negative values of separate derivative instruments. Information on the content of the item shall be provided in the Notes.

6.44. In item “Accrued expenses and deferred income” shall be reflected income which the insurer has received by the end of the accounting year but which relate 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. This item shall be reflected, for example, accrued rent expenses and unearned reinsurance commissions.

6.45. Special provisions for accounting separate securities investment transactions:

6.45.1. if the insurer is involved in a repurchase agreement as a seller, in the accounting of transactions the following procedures shall be observed:

6.45.1.1. sold assets shall be continued to be shown in the balance sheet and they shall be separately shown in the Notes, and

6.45.1.2. funds received as a result of the sale shall be shown in the relevant sub-item of item 5.2.7 of the balance sheet as liabilities towards the purchaser of assets;

6.45.2. if the insurer is involved in a repurchase agreement as a purchaser, the purchased assets may not be shown in the balance sheet but the acquisition cost paid as a result of the transaction shall be shown in item 5.1.5.3 of the balance sheet as a claim against the seller of assets;

6.45.3. if the insurer is involved in a reverse repurchase agreement as a seller, the assets sold shall be excluded from the balance sheet, concurrently increasing assets item 5.1.6.2 of the balance sheet by the acquisition cost but the amount which equals the price which the parties have agreed upon in the case of repurchase shall be indicated in the Notes. If the fair value of assets with reverse repurchase possibility on the balance sheet date is lower than the price which the parties have agreed upon in the case of reverse repurchase, the difference shall be specified in the relevant sub-item of item 5.2.7 of the balance sheet; and

6.45.4. if the insurer is involved in a reverse repurchase agreement as a purchaser, the assets purchased shall be indicated in the balance sheet as the assets of the relevant type.

7. LAYOUT OF TECHNICAL ACCOUNT AND NON-TECHNICAL ACCOUNT ITEMS OF THE PROFIT OR LOSS ACCOUNT
7.1. The profit or loss account of the insurer shall consist of the technical account and the non-technical account. Those life insurers that deal with accident and health insurance shall be reflected the result of activities regarding such types of insurance in the technical account regarding non-life insurance of the profit or loss account.
7.2. TECHNICAL ACCOUNT IN NON-LIFE INSURANCE
7.2.1. Earned premiums:

7.2.1.1. Gross premiums:

7.2.1.1.1. Gross premiums written

7.2.1.1.2. Compulsory civil liability insurance compulsory deductions (-)

7.2.1.2. Reinsurance amount (-)

7.2.1.3. Changes in the gross technical reserves for unearned premiums and unexpected risks (+/-)

7.2.1.4. Changes in the technical reserves for unearned premiums, reinsurance amount (+/-)

7.2.2. Investment return transferred from the non-technical account 

7.2.3. Other technical income, net

7.2.4. Insurance claims incurred, net:

7.2.4.1. Insurance claims paid, net:

7.2.4.1.1. Gross amount of claims:

7.2.4.1.1.1.  Claims paid

7.2.4.1.1.2. Claim adjustment expenses

7.2.4.1.1.3. Amounts of recovered losses (-)

7.2.4.1.2.  Reinsurance amount in claims (-)

7.2.4.2. Changes in the technical reserves for outstanding  insurance claims claims, net (+/-):

7.2.4.2.1. Gross amount of changes

7.2.4.2.2.  Reinsurance amount changes (-)

7.2.5. Changes in other technical reserves, net (+/-):

7.2.5.1. Gross amount of changes

7.2.5.2.  Reinsurance amount changes (-)

7.2.6. Bonuses, net

7.2.7. Net operating expenses:

7.2.7.1. Acquisition costs

7.2.7.2. Changes in deferred acquisition costs (+/-)

7.2.7.3. Administrative expenses

7.2.7.4. Reinsurance commissions and profit participation (-)

7.2.8. Other technical expenses, net

7.2.9. Changes in equalisation technical reserves (+/-)

7.2.10. Technical account for non-life insurance

7.3. TECHNICAL ACCOUNT IN LIFE ASSURANCE
7.3.1. Earned premiums:

7.3.1.1. Gross premiums written

7.3.1.2.  Reinsurance amount (-)

7.3.1.3. Changes in the technical reserves for unearned premiums, net (+/-)

7.3.2. Investment income:

7.3.2.1. Profit on participation in the equity capital of related and associated companies in conformity with the equity method

7.3.2.2. Income from land and buildings

7.3.2.3. Income from other financial investments

7.3.2.4. Profit on revaluation of investments

7.3.2.5. Profit on the realisation of investments

7.3.3. Unrealised investment income

7.3.4. Other technical income, net

7.3.5. Claims incurred, net:

7.3.5.1. Insurance claims paid, net:

7.3.5.1.1. Gross amount of claims:

7.3.5.1.1.1. Claims paid

7.3.5.1.1.2. Surrenders

7.3.5.1.2. Reinsurers’ share in claims (-)

7.3.5.2. Changes in the technical reserves for outstanding insurance claims claims, net (+/-):

7.3.5.2.1. Gross amount of changes

7.3.5.2.2. Reinsurers’ share in changes (-)

7.3.6. Changes in the technical reserves for life assurance, net (+/-):

7.3.6.1. Gross amount of changes

7.3.6.2.  Reinsurance amount changes (-)

7.3.7. Changes in other technical reserves, net (+/-):

7.3.7.1. Gross amount of changes

7.3.7.2.  Reinsurance amount changes (-)

7.3.8. Bonuses, net

7.3.9. Net operating expenses:

7.3.9.1. Acquisition costs

7.3.9.2. Changes in deferred acquisition costs (+/-)

7.3.9.3. Administrative expenses

7.3.9.4. Reinsurance commissions and profit participation (-)

7.3.10. Investment expenses:

7.3.10.1. Investment management expenses, including interest paid

7.3.10.2. Losses on participation in the equity capital of related and associated companies in conformity with the equity method

7.3.10.3. Losses on revaluation of investments

7.3.10.4. Losses on the realisation of investments

7.3.11. Unrealised losses on investments

7.3.12. Other technical  expenses, net

7.3.13. Investment return transferred to the non-technical account (-)

7.3.14. Technical account of life assurance

7.4. NON-TECHNICAL ACCOUNT
7.4.1. Technical account of non-life insurance (+/-)

7.4.2. Technical account of life assurance (+/-)

7.4.3. Investment income in non-life insurance:

7.4.3.1. Profit on participation in the equity capital of related and associated companies in conformity with the equity method

7.4.3.2. Income from land and buildings

7.4.3.3. Income from other financial investments

7.4.3.4. Profit on revaluation of investments

7.4.3.5. Profit on the realisation of investments

7.4.4. Investment return transferred from the technical account in life assurance

7.4.5. Investment expenses in non-life insurance:

7.4.5.1. Investment management expenses, including interest paid

7.4.5.2. Losses on participation in the equity capital of related and associated companies in conformity with the equity method

7.4.5.3. Losses on revaluation of investments

7.4.5.4. Losses on the realisation of investments

7.4.6. Investment return transferred to the technical account in non-life insurance

7.4.7. Other income

7.4.8. Other  expenses, including revaluation

7.4.9. Profit or loss before extraordinary items

7.4.10. Extraordinary income

7.4.11. Extraordinary  expenses

7.4.12. Profit or loss for the accounting year before payment of taxes

7.4.13. Enterprise income tax

7.4.14. Profit or loss for the accounting year

8. EXPLANATIONS REGARDING TECHNICAL ACCOUNT AND NON-TECHNICAL ACCOUNT ITEMS OF THE PROFIT OR LOSS ACCOUNT
8.1. In item “Gross premiums written” shall be reflected all insurance premiums 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 policyholders and actually granted premium reduction (benefit gained) to the policyholder. Prepayments of insurance premiums made by policyholders shall be reflected in liabilities item 5.2.7.1.1 of the balance sheet. Premiums written shall include:

8.1.1. single insurance premiums, which are paid at the beginning of operation of the insurance contract and relate to the entire period of operation of the contract;

8.1.2. premiums for the entire insurance period if the term of operation of the insurance contract are less than a year;

8.1.3. insurance premiums which relate 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;

8.1.4. 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;

8.1.5. in the case of co-insurance — insurer’s share in the amount of total premiums written in compliance with the provisions of Paragraphs 8.1.1-8.1.4;

8.1.6. premiums for the accepted reinsurance in compliance with the provisions of Paragraphs 8.1.1-8.1.5; and

8.1.7. deduction of:

8.1.7.1. withdrawals to ceding undertakings after the expiry of the contract,

8.1.7.2. cancelled and discontinued amounts.

8.2. In item “Compulsory civil liability insurance compulsory deductions” insurers who have received a licence in compulsory civil liability insurance for owners of land means of transport shall:

8.2.1. reflect compulsory payments specified in regulatory enactments for the following purposes:

8.2.1.1. Guarantee (reserve) Fund;

8.2.1.2. Fund for Protection of the Interests of Policyholders;

8.2.1.3. performance of measures to prevent road traffic accidents; and

8.2.1.4. deductions for the Traffic Bureau; and

8.2.2. calculate deductions from such amount of insurance premiums received as has been formed, according to the accountancy data, on the last date of the term (month or quarter) specified in regulatory enactments.

8.3. In item “Reinsurance amount in premiums written” shall be reflected the paid or payable reinsurance premiums in accordance with the reinsurance contracts entered into in the accounting year which the insurer has concluded as a ceding undertaking. If the insurer in accordance with the provisions of the reinsurance contract has been granted the right to divide the reinsurance premium paid in advance in proportion to the period of operation of the reinsurance contract, this item shall only reflect that amount of the premium which relates to the accounting year, i.e. the payment is attributed to this item in proportion to the term of the reinsurance contract and the amount of prepayment which is not attributed to this item in the accounting year is reflected in assets item 5.1.5.2 of the balance sheet. If the insurer does not have the rights referred to, the entire reinsurance premium paid in advance shall be reflected in this item in full. This item shall be reduced by the part of the premium which the reinsurer, upon expiration of the term of the reinsurance contract, repays to the ceding undertaking, as well as reinsurance premiums discontinued before maturity of the contract.

8.4. In item “Changes in the gross technical reserves for unearned premiums and unexpected risks” shall be reflected changes in liabilities item 5.2.3.1.1 of the balance sheet during the accounting year. 

8.5. In item “Changes in the technical reserves for unearned premiums, reinsurance amount” shall be reflected changes in liabilities item 5.2.3.1.2 of the balance sheet during the accounting year.

8.6. In item “Other technical income, net” shall be reflected that income related to insurance activities which is not reflected in other technical account 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 and positive changes in the value of technical reserves related to the change in foreign exchange rates. This item shall also reflect income from reduction of provisions created by debtors’ debts of direct insurance and reinsurance operations.

8.7. In item “Claims incurred, net” shall be reflected:

8.7.1. insurance claims paid, which shall include:

8.7.1.1. insurance claims paid during the accounting year,

8.7.1.2. surrenders paid in life assurance,

8.7.1.3. 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), and

8.7.1.4. reduction amounts for losses already recovered by means of cession or realisation of salvage, as well as carefully assessed subrogation claims;

8.7.2.  reinsurance amount in the insurance claims paid;

8.7.3. changes in gross technical reserves for outstanding insurance claims which reflect changes in liabilities item 5.2.3.3.1 of the balance sheet during the accounting year; and

8.7.4. changes in the reinsurance amount of the technical reserves for outstanding insurance claims, which reflect changes in liabilities item 5.2.3.3.2 of the balance sheet during the accounting year.

8.8. The Notes shall explain the material difference, specifying the types and amounts of insurance, if such is formed between:

8.8.1. technical reserves for outstanding insurance claims at the beginning of the accounting year in respect of those insurable events which have taken place in the previous accounting years; and

8.8.2. insurance claims paid during the accounting year in respect of those insurable events, which have taken place during the previous accounting years, as well as the reserved amount in the technical reserves for outstanding claims at the end of the accounting year in respect of these insurance claims.

8.9. In item “Changes in other technical reserves, gross amount” shall be reflected changes in liabilities item 5.2.3.6.1 of the balance sheet during the accounting year.

8.10. In item “Changes in other technical reserves, reinsurance amount” shall be reflected changes in liabilities item 5.2.3.6.2 of the balance sheet during the accounting year.

8.11. In item “Bonuses, net” in non-life insurance shall be reflected parts of premiums paid to policyholders in the accounting year 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 be reflected the amount of bonuses granted during the accounting year (in addition to the guaranteed profit), as well as include amounts for the increase of the technical reserves for bonuses and reduce by the amounts transferred to the technical reserves for bonuses 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 reserves for bonuses shall be disclosed in the Notes.

8.12. In item “Acquisition costs” shall be reflected the costs arising from the conclusion of insurance contracts, 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 it shall be reflected in this item reinsurance commissions to ceding undertakings.

8.13. In item “Changes in deferred acquisition costs “ shall be reflected changes in assets item 5.1.7.2 of the balance sheet during the accounting year.

8.14. In item “Administrative expenses” shall be reflected the general administrative costs arising from insurance premium collection, administration of insurance contracts, cession and reinsurance, including staff remuneration, social insurance expenses, as well as official travel costs, depreciation of tangible assets and impairment losses of tangible assets, in compliance with the procedure specified in Paragraph 12.41 and external payments to auditors, consultants, Commission and association of insurers. Administrative expenses, losses on depreciation and impairment of tangible assets shall be indicated in the Notes.

8.15. In item “Reinsurance commissions and profit participation” shall be reflected the commissions provided for by the reinsurance contract which is due from the reinsurer. This item shall also reflect the commissions due to the insurer for participation in the profit of the reinsurer. If liabilities item 5.2.8 of the balance sheet specifies unearned reinsurance commissions, this item shall be reflected the changes in the item referred to during the accounting year.

8.16. In item “Other technical  expenses” shall be reflected those expenses related to the insurance activity which are not reflected in other technical account items of the profit or loss account, for example, interest payments to the reinsurer regarding reinsurer’s investment, payments for the management of co-insurance contracts and negative changes in the value of technical reserves related to changes in foreign exchange rates. This item shall also show expenses in the accounting year for the establishment of provisions for debtors’ debts from direct insurance and reinsurance operations.

8.17. In item “Changes in equalisation technical reserves” shall be reflected changes in liabilities item 5.2.3.5 of the balance sheet during the accounting year. Those insurers who have received a licence for credit insurance in accordance with the requirements of Paragraph 5 of the Credit Insurance Regulations approved by the Commission shall disclose in the Notes the deductions performed in the equalisation technical reserves, as well as the amount of the equalisation technical reserves before performance of these deductions.

8.18. In item “Profit on participation in the equity capital of related and associated companies in conformity with the equity method” shall be reflected the profit on participation in the equity capital of related and associated companies calculated in accordance with the equity method in conformity with the requirements of Sub-paragraph 12.16.2.

8.19. In item “Income from land and buildings” shall be reflected income from land and lease and leasing of buildings.

8.20. In item “Income from other financial investments” shall be reflected investment income which is reflected in items 5.1.3.4 and 5.1.3.5 of the balance sheet, for example, interest or other investment income.

8.21. In item “Profit on revaluation of investments” shall be reflected positive changes in the investment value related to the changes in foreign exchanges rates in lats, profit on revaluation of investments in land and buildings which are used for the investment activity (in conformity with the procedures specified in Paragraph 12.13), profit on revaluation of investments in land and buildings which are used to ensure activities of the insurer (in conformity with the procedures specified in Paragraph 12.15), profit on revaluation of financial assets held for trading, profit on revaluation of financial assets available for sale (in conformity with the procedures specified in Sub-paragraph 12.21.1) and increase in the value of financial assets available for sale (in conformity with the procedures specified in Paragraph 12.38). This item shall also reflect the value increase of investments in the equity capital of related and associated companies (in conformity with the procedures specified in Sub-paragraph 12.16.1). Profit on revaluation of investments shall be disclosed in the Notes broken down by the type of investment specified in the balance sheet but financial assets, except for the participation in the equity capital of companies, shall also be disclosed taking into account the classification specified in Paragraph 12.11.

8.22. In item “Profit on the realisation of investments” shall be reflected income from the sale of investments, including profit on the realisation of financial assets available for sale and realisation of investments held by maturity.

8.23. In item “Investment management charges, including interest paid” shall be reflected salary, social security payments to the insurer’s employees who deal with investment management, interest payments and other costs related to investment management.

8.24. In item “Losses on participation in the equity capital of related and associated companies in conformity with the equity method” shall be reflected losses on participation in the equity capital of related and associated companies calculated in accordance with the equity method in conformity with the requirements of Sub-paragraph 12.16.2.

8.25. In item “Losses on revaluation of investments” shall be reflected negative changes in the value of investments related to changes in foreign exchange rate in lats, losses on revaluation of investments in land and buildings which are used for the investment activity (in conformity with the procedures specified in Paragraph 12.13), losses on revaluation of investments in land and buildings which are used to ensure activities of the insurer (in conformity with the procedures specified in Paragraph 12.14 or 12.15), losses on revaluation of financial assets held for trading, losses on revaluation of financial assets available for sale (in conformity with the procedures specified in Sub-paragraph 12.21.1) and losses on impairment of financial assets available for sale (in conformity with the procedures specified in Paragraph 12.36). This item shall also reflect impairment of investments in the equity capital of related and associated companies (in conformity with the procedures specified in Sub-paragraph 12.16.1) and losses on impairment of loans and similar claims which are not held for trading, as well as investments held until maturity (in conformity with the procedures specified in Paragraph 12.33). Losses on revaluation of investments shall be disclosed in the Notes broken down by the type of investment specified in the balance sheet but financial assets, except for the participation in the equity capital of companies, shall also be disclosed taking into account the classification specified in Paragraph 12.11.

8.26. In item “Losses on the realisation of investments” shall be reflected losses from the sale of investments, including losses from the realisation of financial assets available for sale and the realisation of investments held by maturity.

8.27. Investment return of a life insurer who carries out only life assurance shall relate to the technical account of the profit or loss account but investment return of a non-life insurer shall relate to the non-technical account of the profit or loss account.

8.28. A non-life insurer shall transfer part of the investment return in the profit or loss account from the non-technical account to the technical account, deducting it from the non-technical account of the profit or loss account (Sub-paragraph 7.4.6) and adding to the technical account of the profit or loss account (Sub-paragraph 7.2.2). A life insurer who carries out only life assurance shall transfer part of the investment return in the profit or loss account from the technical account to the non-technical account, deducting it from the technical account of the profit or loss account (Sub-paragraph 7.3.13) and adding to the non-technical account of the profit or loss account (Sub-paragraph 7.4.4). The sum total of the investment return, on the basis of which the part of the investment return has been calculated which is transferred from one account to another of the profit or loss account, shall be specified in the Notes.

8.29. A life insurer who carries out only life assurance in calculating the part of the investment return to be transferred from the technical account to the non-technical account of the profit or loss account shall apply the following relation of balance sheet items:

                                      capital and reserves
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                         capital and reserves + technical reserves, net

8.30. A non-life insurer in calculating the part of the investment return to be transferred from the non-technical account to the technical account of the profit or loss account shall apply the following relation of balance sheet items:
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                                        technical reserves, net

                            capital and reserves + technical reserves, net

8.31. A life insurer who carries out accident and health insurance in order to reflect investment income and expenses in the profit and loss account shall make the following calculation:

8.31.1. in the Notes disclose technical reserves broken down according to the following types of insurance:

8.31.1.1. life assurance,

8.31.1.2. accident insurance; and

8.31.1.3. health insurance;

8.31.2. part of investment income and expenses which relates to each type of insurance referred to in Sub-paragraph 8.31.1 shall be determined as follows:

8.31.2.1. sum total of balance sheet items “Capital and reserves” and “Technical reserves, net” shall be calculated,

8.31.2.2. percentage shall be calculated between:

8.31.2.2.1. balance sheet item “Capital and reserves” and sum total calculated in conformity with the requirements of Sub-paragraph 8.31.2.1,

8.31.2.2.2. technical reserves (net) which relate to life assurance and sum total calculated in conformity with the requirements of Sub-paragraph 8.31.2.1, and

8.31.2.2.3. technical reserves (net) which relate to accident and health insurance and sum total calculated in conformity with the requirements of Sub-paragraph 8.31.2.1,

8.31.2.3. investment income and expenses shall be calculated which relate to balance sheet item “Capital and reserves” as the product of the investment income and charges and the percentage calculated in conformity with Sub-paragraph 8.31.2.2.1,

8.31.2.4. investment income and expenses shall be calculated which relate to life assurance as the product of the investment income and expenses and the percentage calculated in conformity with Sub-paragraphs 8.31.2.2.2, and

8.31.2.5. investment income and expenses shall be calculated which relate to accident and health insurance as the product of the investment income and expenses and the percentage calculated in conformity with Sub-paragraph 8.31.2.2.3.

8.32. Part of investment income and expenses which relates to each type of insurance referred to in Sub-paragraph 8.31.1 shall be reflected in the profit or loss account as follows:

8.32.1. investment income and expenses, which relate to balance sheet item “Capital and reserves” and accident and health insurance shall be indicated in the relevant sub-item of items 7.4.3 and 7.4.5 of the non-technical account of the profit or loss account;

8.32.2. investment income and expenses which relate to life assurance shall be indicated in the relevant sub-item of items 7.3.2 and 7.3.10 of the technical account of the profit or loss account; and

8.32.3. investment return (income minus expenses) which relates to accident and health insurance shall be transferred from the non-technical account to the non-life insurance technical account, deducting it from the non-technical account of the profit or loss account (Sub-paragraph 7.4.6) and adding to the technical account of the non-life insurance profit or loss account (Sub-paragraph 7.2.2).

8.33. In item “Unrealised investment income” and “Unrealised losses on investments” shall be reflected changes in the fair value for investments which are reflected in assets item 5.1.4 of the balance sheet in conformity with the requirements of Paragraph 12.40.

8.34. In item “Other income” of the non-technical account of the profit or loss account shall be reflected income which is not shown in the technical account of the profit or loss account and is not included in investment income, for example, other positive changes in the value related to the changes in foreign exchange rates. This item shall also indicate income from the reduction of provisions established from debts of other debtors. If the amount of income is material the content of the item shall be disclosed in the Notes.
8.35. In item “Other charges, including revaluation” of the non-technical account of the profit or loss account shall be reflected charges which are not shown in the technical account of the profit or loss account and are not included in investment  expenses, for example, other negative changes in the value in lats related to the changes in foreign exchange rates, as well as paid fines. This item shall also specify expenses of the accounting year for the establishment of provisions for other debtors’ debts, amortisation of intangible assets and impairment losses thereof (in conformity with the provisions of Paragraph 12.41). If the amount of charges is material the content of the item shall be disclosed in the Notes.
8.36. In item “Extraordinary income” shall be reflected income which has been created in the accounting year as a result of such events or transactions which do not relate to the normal activity of the insurer and frequent or periodic recurrence of which in the future is not expected. The content and amount of such income shall be explained in the Notes.

8.37. In item “Extraordinary expenses” shall be reflected expenses which have been created during the accounting year as a result of such events or transactions which do not relate to the normal activity of the insurer and frequent or periodic recurrence of which in the future is not expected. The content and amount of such charges shall be explained in the Notes.

8.38. In item “Enterprise income tax” of the non-technical account of the profit or loss account shall be reflected the enterprise income tax calculated for the accounting year, as well as changes in the deferred enterprise income tax. The calculated enterprise income tax and changes in the deferred enterprise income tax shall be specified in the Notes.

9. LAYOUT OF THE CASH FLOW STATEMENT
9.1. Cash flow from insurance activity

9.1.1. Premiums received in direct insurance

9.1.2. Insurance claims paid in direct insurance

9.1.3. Cash received for co-insurance

9.1.4. Cash paid for co-insurance

9.1.5. Cash received for transferred reinsurance

9.1.6. Cash paid for transferred reinsurance

9.1.7. Cash received for accepted reinsurance

9.1.8. Cash paid for accepted reinsurance

9.1.9. Income tax paid

9.1.10. Compulsory payments

9.1.11. Other cash paid

9.1.12. Other cash received

9.2. Cash flow from investment activity

9.2.1. Acquisition of investments:

9.2.1.1. Land and buildings

9.2.1.2. Related and associated companies

9.2.1.3. Stocks and other variable yield securities

9.2.1.4. Debt securities and other fixed-income securities

9.2.1.5. Participation in investment pools

9.2.1.6. Loans guaranteed by mortgages

9.2.1.7. Other loans

9.2.1.8. Time deposits with credit institutions

9.2.1.9. Other investments

9.2.2. Sale of investments:

9.2.2.1. Land and buildings

9.2.2.2. Related and associated companies

9.2.2.3. Shares and other variable yield securities

9.2.2.4. Debt securities and other fixed-income securities 

9.2.2.5. Participation in investment pools

9.2.2.6. Loans guaranteed by mortgages

9.2.2.7. Other loans

9.2.2.8. Time deposits with credit institutions

9.2.2.9. Other investments

9.2.3. Investment income:

9.2.3.1. Land and buildings

9.2.3.2. Related and associated companies

9.2.3.3. Shares and other variable yield securities

9.2.3.4. Debt securities and other fixed-income securities

9.2.3.5. Participation in investment pools

9.2.3.6. Loans guaranteed by mortgages

9.2.3.7. Other loans

9.2.3.8. Time deposits with credit institutions

9.2.3.9. Other investments

9.2.4. Other cash received

9.2.5. Other cash paid

9.3. Cash flow from financial activity

9.3.1. Income from the issue of stocks/co-operative shares;

9.3.2. Income from attraction of subordinated liabilities

9.3.3. Repayment of subordinated liabilities

9.3.4. Repurchase of own stocks/co-operative shares

9.3.5. Sale of own stocks/co-operative shares

9.3.6. Dividends paid

9.3.7. Other cash received

9.3.8. Other cash paid

9.4. Increase/decrease of net cash and cash equivalents

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

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

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

10. EXPLANATIONS REGARDING INDIVIDUAL ITEMS OF THE CASH FLOW STATEMENT
10.1. 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.

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

10.3. Highly liquid short-term investments which may be converted to cash in a short period of time and the value of which is not likely to change shall be considered as cash equivalents. The initial maturity date of such investments counting from the date of purchase shall not exceed three months. Investments in stocks shall not be considered cash equivalents, except for investments in preference stocks if the repurchase term is three months and less.
10.4. Cash flow related to extraordinary income and charges items of the profit or loss account shall be classified according to the relevance thereof as cash flow from insurance activity, investment activity and financial activity respectively.

10.5. 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 9.5. 
10.6. In item “Premiums received in direct insurance” shall be reflected insurance premiums received for direct insurance contracts which have been reduced by the repaid part of the premium.

10.7. In item “Insurance claims paid in direct insurance” shall be reflected insurance claims paid, paid claims adjustment expenses and paid surrenders. 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.

10.8. In item “Cash received for co-insurance” shall be reflected 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.

10.9. In item “Cash paid for co-insurance” shall be reflected 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.

10.10. In item “Cash received for transferred reinsurance” shall be reflected funds which have been received by the insurer upon carrying out reinsurance, including insurance claims and commissions.

10.11. In item “Cash paid for transferred reinsurance” shall be reflected amounts paid by the insurer upon carrying out reinsurance, including premium payments.

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

10.13. In item “Cash paid for accepted reinsurance” shall be reflected funds which have been paid by the insurer upon accepting for reinsurance risks of other insurers, including insurance claims and commissions.

10.14. In item “Paid compulsory payments” shall be reflected compulsory payments specified by regulatory enactments to the Traffic Bureau and the Commission. Each type of payment shall be specified in the Notes.

10.15. In item “Other cash paid” and “Other cash received” shall be reflected the received and paid cash which relates to the basic activity of the insurer but which is not reflected in items 10.6-10.14.

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

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

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

10.19. In item “Dividends paid” shall be reflected the dividends paid to the stockholders, i.e. dividends determined and paid in accordance with the results of the previous accounting years.

11. STATEMENT OF CHANGES IN CAPITAL AND RESERVES
11.1. A statement of changes in capital and reserves shall specify:

11.1.1. insurer’s profit/losses for the accounting year;

11.1.2. profit/losses which in accordance with the valuation rules are directly included in the balance sheet item “Revaluation reserve” and sum total thereof;

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

11.1.4. transactions with stockholders which are related with the issue and cancelling of stocks, repurchase and sale of own stocks, 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;

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

11.1.6. accounting value of each type of stocks forming the paid equity capital, stock 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.

12. VALUATION RULES
12.1. Financial statements shall be prepared in accordance with the following general principles:

12.1.1. principle of continued activity, 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;

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

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

12.1.4. 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;

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

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

12.1.6.1. the statement shall only include the profit gained by the balance sheet date, i.e. income shall be indicated when it is already received or receipt thereof is certain, but expenses shall be indicated as soon as the possibility of such is anticipated,

12.1.6.2. all possible losses shall be taken into account, regardless of the time they are incurred, including those which have become known in the time period between the end of the accounting year and the of preparation of the annual accounts;

12.1.7. the opening balance of each accounting year shall correspond to the closing balance of the previous year; and

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

12.2. If in the evaluation of a transaction or event and in performing accounting, a conflict arises between the principles referred to in Paragraph 12.1 of these Regulations, preference shall be given to the prudential principle and the significance principle.

12.3. An insurer may derogate from the principles referred to in Paragraph 12.1 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.

12.4. Assets and liabilities shall be shown at a value, which may not be reduced, deducting the value of liabilities from the value of assets or deducting the value of assets from the value of liabilities. 

12.5. In the profit or loss account income and expenses may not be mutually set off.

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

12.7. 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 in lats.

12.8. If between the end of the accounting year and the day when the annual accounts are approved by the general meeting of stockholders (general meeting of members) 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. 

12.9. If between the end of the accounting year and the day when the annual accounts are approved by the general meeting of stockholders (general meeting of members) 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.

12.10. Investments specified in assets items 5.1.3 and 5.1.4 of the balance sheet shall initially be recognised in the accounting at the cost, i.e. at the fair value of consideration given for these investments. Transaction costs that are directly attributable to the acquisition of investments reflected in assets items 5.1.3 and 5.1.4 shall be included in the cost of investments.

12.11. In determining the accounting policy the insurer shall specify the valuation method for each type of investment and apply it consistently. Financial assets, except for the participation in the equity capital of a company, shall be classified by the insurer as follows:

12.11.1. financial assets held for trading;

12.11.2. financial assets available for sale;

12.11.3. loans granted and debtors’ debts; and

12.11.4. investments held until maturity.

12.12. Subsequent to initial recognition investments in balance sheet items 5.1.3 and 5.1.4 shall be continued to be valued as follows:

12.12.1. investments in land and buildings which are used for investment activity shall be shown at their fair value in conformity with the provisions of Paragraph 12.13 but investments in land and buildings which are used to ensure activities of the insurer shall be shown at the cost in conformity with the provisions of Paragraph 12.14;

12.12.2. investments in the equity capital of related and associated companies shall be shown in conformity with the provisions of Paragraph 12.16;

12.12.3. financial assets held for trading and financial assets available for sale shall be shown at their fair value without deducting the costs related to the realisation thereof;

12.12.4. loans granted and debtors’ debts, as well as investments held until maturity shall be shown at their amortised cost in conformity with the provisions of Paragraph 12.33; and

12.12.5. investments for the benefit of life assurance policyholders who bear the investment risk shall be shown at their fair value.

12.13. Investments in land and buildings, which are used for the investment activity, shall be valued at the fair value taking into account that the investment is publicly available on the market and the market is liquid. In valuing these investments it shall be taken into account that:

12.13.1. the fair value is determined, separately valuing each land parcel and building at least once every three years, recognising the revaluation result in the profit or loss account. The value shall be valued by a licensed or certified valuator of immovable property;

12.13.2. if the value of investments has diminished since the previous valuation, the value shall be appropriately adjusted, recognising the result of revaluation in the profit or loss account. The lowest value thus obtained shall not be increased on the subsequent balance sheet dates, unless determination of a new fair value is at the basis of such value increase;

12.13.3. if on the date of preparation of annual accounts investments have been sold or soon will be sold, their value shall be reduced to the actual or estimated sales value, recognising the revaluation result in the profit or loss account;

12.13.4. in exceptional cases if it is not possible to determine the fair value, investments shall be estimated at the cost, in conformity with the provisions of Paragraph 12.14; and

12.13.5. the method in accordance with which the fair value of investments has been determined shall be explained in the Notes.

12.14. Investments in land and buildings, which are used to ensure the activity of the insurer, shall be valued at the cost, taking into account the following provisions:

12.14.1. for investments which have a limited period of use the cost shall be reduced by the accumulated depreciation calculated on the basis of the useful life of such assets and by the accumulated losses on impairment; and

12.14.2. reconstruction, improvement and renovation costs of investments shall be added to the book value of investments if as a result of reconstruction, improvement and renovation of investments the economic indicators thereof have improved.

12.15. By way of derogation from the requirements of Paragraph 12.14 investments in land and buildings which are used to ensure activities of the insurer may be shown at the revalued value which is the fair value of these investments on the day of evaluation, deducting all subsequently accumulated depreciation and all subsequently accumulated impairment losses in accordance with the following procedures: 

12.15.1. if as a result of revaluation the book value of investments is increased, the increase shall be shown in the balance sheet item “Revaluation reserve”. However, if as a result of the previous revaluation the impairment of this investment was recognised as expenses and included in the profit or loss account, then the value increase thereof shall be included in the profit or loss account in the amount that does not exceed the previously performed reduction;

12.15.2. if as a result of revaluation the book value of investments is reduced, the reduction shall be recognised as expenses and included in the profit or loss account. However, the reduction shall be directly included in the balance sheet item “Revaluation reserve” if the reduction does not exceed the total amount of increase which has formed from the previous revaluation of this investment object;

12.15.3. investment revaluation shall be performed on a regular basis so that their book value does not significantly differ from the fair value of investments. The fair value of these investments shall be valued by a licensed or certified valuer of immovable property; and

12.15.4. if it is necessary to revalue a separate investment unit, then all units of this category shall be revalued.

12.16. Investments in the equity capital of related and associated companies shall be valued in accordance with one of the following methods:

12.16.1. either at the cost in compliance with the following conditions:

12.16.1.1. if there are indications that the value of investments has reduced and this reduction is not short-term, provisions shall be created for the impairment of investments. Expenses for provisions shall be included in the profit or loss account,

12.16.1.2. if subsequently the previously reduced value of investments increases then the provisions created shall be reduced and this reduction shall be included in the profit or loss account. However, according to this method investments may not be shown at a value, which exceeds their cost,

12.16.1.3. the insurer shall include in its profit or loss account dividends, which have been paid from the profit of that company in which investment was made. All payments received from other sources (above profit) shall be considered as recovery of participation and they shall be shown as reduction of investment value;

12.16.2. or, if appropriate, by using the equity method in compliance with the following conditions:

12.16.2.1. any difference between investment acquisition costs and insurer’s share in the net assets of the company on the date of acquisition (positive and negative goodwill) shall be specified in the balance sheet separately,

12.16.2.2. investment cost shall be increased or reduced in conformity with the increase or reduction of the insurer’s share in the net assets of the company during the accounting year,

12.16.2.3. the book value of investments shall be reduced by the received or receivable dividends,

12.16.2.4. the insurer’s share in the profit or loss of the company for the accounting year (in conformity with the percentage of the invested equity capital) shall be shown in the profit or loss account of the insurer,

12.16.2.5. if as a result of revaluation the company in the equity capital of which investment has been made experiences an increase of the net assets value, this difference shall be shown in balance sheet item “Revaluation reserve”,

12.16.2.6. if the profit included in the profit or loss account exceeds the amount of dividends received or receivable, the exceeded amount may not be included in the profit to be distributed in dividends among stockholders of the insurer,

12.16.2.7. procedures for use of the equity method shall be explained in the Notes, and

12.16.2.8. the use of the equity method shall be discontinued starting from the date when significant influence in the company ceases to exist but the investment continues to exist or strict long-term restrictions do not allow the transfer of funds of related and associated companies to the insurer.

12.17. The fair value shall be reliably assessed to:

12.17.1. a financial instrument for which price quotations have been published and which is sold on an active public market;

12.17.2. a debt instrument which has a rating awarded by an independent rating agency and cash flows of which may be reliably estimated; and 

12.17.3. a financial instrument to which valuation model has been applied and the data included in this model may be reliably assessed because these data have been obtained from active markets.

12.18. If a financial instrument does not have an active market, i.e. activities on the market are not frequent or small amounts are traded, the published price quotations shall be adjusted to obtain reliable assessment of the fair value.

12.19. If the fair value of the investments referred to in Sub-paragraph 12.12.3, which have a fixed repayment term, cannot be reliably assessed, they shall be valued at the amortised cost. If the fair value of the investments referred to in Sub-paragraph 12.12.3, which do not have a fixed repayment, term cannot be reliably valued, they shall be valued at the cost, taking into account impairment losses.

12.20. Changes in the fair value of investments held for trading during the period of occurrence thereof shall be recognised in the profit or loss account.

12.21. Changes in the fair value of investments available for sale during the period of occurrence thereof shall be recognised in:

12.21.1. either the profit or loss account; or

12.21.2. in the balance sheet item “Revaluation reserve”. Value increase or reduction of investments reflected in the revaluation reserves shall only be included in the profit or loss account if the investment is sold, received (cancelled) or alienated in any other manner, or impairment losses are determined.

12.22. If it becomes possible to reliably value the fair value of financial assets held for trading and financial assets available for sale, which are not valued at their fair value, they shall be revalued at the fair value and the difference between the book value and the fair value shall be reflected in accordance with the requirements of Paragraph 12.20 or 12.21.

12.23. Profit or losses which have arisen from financial assets which are shown according to their amortised cost in accordance with the requirements of Sub-paragraph 12.12.4 shall be included in the profit or loss account when the financial asset is excluded from the balance sheet or its value diminishes, as well as during amortisation process.

12.24. It shall be considered that derivative instruments are always held for trading, unless they are foreseen and actually used as hedging instruments.

12.25. An insurer may not reclassify financial assets held for trading to another category. Financial assets available for sale shall only be reclassified as assets held for trading if the last transactions with this aggregate of assets indicate to the existence of such recent facts, which justify such reclassification.

12.26. An insurer may include financial assets with fixed repayment term in the category of investments held until maturity if the insurer has an intention and ability to hold this investment until the end of the repayment term. This intention and ability to hold investments until maturity shall be valued on each balance sheet date.

12.27. It shall be considered that an insurer does not have an intention to hold investments in fixed term financial assets until maturity if any of the following conditions is met:

12.27.1. the insurer has an intention to hold these financial assets only for unspecified period of time;

12.27.2. the insurer is ready to sell these financial assets (except for the cases when an emergency situation has arisen and the insurer was unable to take reasonable measures for prevention thereof) in response to changes in market interest rates or risks, liquidity needs, alternative investment availability and profitability, changes in financial sources and terms or changes in foreign exchange risk; or

12.27.3. the issuer has the right to repurchase such financial assets for the amount, which is significantly lower than its amortised cost.

12.28. It shall be considered that an insurer has not proven the ability to hold investments in financial assets with fixed repayment term until maturity if any of the following conditions is met:

12.28.1. no financial resources are available to continue to hold investments until maturity; or

12.28.2. they are subject to legal or other restrictions, which may hinder holding of investments until maturity.

12.29. If prior to expiry of the repayment term the insurer fully or partially reclassifies fixed term financial assets which are held until maturity, sells or transfers them to another person in the amount which is significant in respect to the sum total of the investments held until maturity, then the insurer may not classify fixed term financial assets as held until maturity for two subsequent accounting years, except for:

12.29.1. the sale sufficiently close to the end of the repayment term or a notified repayment date before maturity if changes in the market interest rate do not significantly affect the fair value of financial assets;

12.29.2. sale after the insurer has already received the entire initial principal amount of financial assets, utilising planned payments or prepayment; or

12.29.3. sale in relation of an event of a special nature which is outside the control of the insurer, which does not repeat and which could not have been reasonably foreseen by the insurer.

12.30. If the insurer no more has the intention or it is unable to hold investments until maturity, investments shall be reclassified into another category, valuing them at the fair value, and the difference between the book value and the fair value shall be reflected in accordance with the provisions of Paragraph 12.20 or 12.21.

12.31. If there is objective evidence that the book value of an investment is greater than the estimated recoverable value, the insurer shall determine impairment losses of these assets and include them in the profit or loss account.

12.32. Objective evidence to the fact that the value of an investment has reduced may be as follows:

12.32.1. serious financial problems of the issuer or the borrower;

12.32.2. failure to meet contractual provisions, for example, unpaid or delayed payments;

12.32.3. the borrower due to economic or legal reasons related to its financial difficulties has been granted allowances not otherwise granted by the lender;

12.32.4. in the previous period impairment losses to the relevant investment were recognised;

12.32.5. it is very likely that bankruptcy of the issuer is possible; or 

12.32.6. loss of an active market for the relevant investment due to financial problems.

12.33. For loans granted and debtors’ debts and investments held until maturity which have been shown at the amortised cost, impairment losses (if there is a probability that all amounts provided by the contract will not be paid) shall be determined as a difference between the book value and the recoverable value which is determined as the present value of the expected future cash flows which have been discounted with the initial effective interest rate of the relevant investment. Cash flows that are related with short-term claims are normally not discounted. The book value of investments shall be reduced to the recoverable value, forming provisions. If the primary source for the repayment of a loan is the sale of guarantee, then impairment losses shall be determined as a difference between the book value of the loan and the fair value of the guarantee. If in the subsequent periods the losses related to the impairment of investments decrease, the written-off amount of investments shall be renewed, adjusting the provisions account. The book value of investments which has resulted from such renewal may not exceed the amount as would have been the amortised cost, if the impairment would not have been recognised, on the date when the written-off amount of investments is renewed. Adjustment of the book value of investments shall be included in the profit or loss account.

12.34. The book value of any financial assets, which are not valued at their fair value because their fair value cannot be reliably valued (see Paragraph 12.19), shall be reviewed on the basis of the analysis of the foreseen net cash flow on each balance sheet date. If there are indications to impairment, impairment losses of such financial assets shall be the difference between the book value and the recoverable value which is determined as the present value of the foreseen future cash flows which are discounted with the current market interest rate of a similar financial assets.

12.35. If the value of financial assets has been written off to the recoverable value thereof, interest income hereinafter shall be recognised on the basis of the interest rate, which was used in discounting the future cash flow, valuing the recoverable value. After recognition of losses on the initial investment impairment in the subsequent periods the insurer shall examine whether afterwards there has not been impairment of these assets.

12.36. If impairment losses to financial assets available for sale which have been valued at the fair value are recognised in the balance sheet item “Revaluation reserve” and there is objective evidence (see Paragraph 12.32) that the value of assets has reduced, the accumulated losses shall be excluded from the balance sheet item “Revaluation reserve” and included in the profit or loss account, although the assets themselves have not been excluded from the balance sheet. 

12.37. Losses, which in accordance with the requirements of Paragraph 12.36 are excluded from the balance sheet item “Revaluation reserve”, shall be:

12.37.1. for equity instruments — the difference between the acquisition costs of the financial assets and their present fair value from which all impairment losses related to these assets which were previously included in the profit or loss account have been deducted; and

12.37.2. for debt instruments — the difference between the acquisition costs of the financial assets and the recoverable value which is determined as the present value of the foreseen future cash flows which are discounted with the current market interest rate of similar financial assets from which all impairment losses related to these assets which were previously included in the profit or loss account have been deducted.

12.38. If in the subsequent periods the fair value or the recoverable value of financial assets referred to in Paragraph 12.36 increases and this increase may be objectively related to an event which has taken place after the loss was recognised in the profit or loss account, the value increase shall be included in the profit or loss account for the accounting year.

12.39. If hedging relations between the hedging instrument and the limited item related thereto exist, the insurer may apply appropriate hedging accounting. Information regarding risk management objectives and policy shall be disclosed in the Notes, including the policy of the insurer in respect of hedging to each type of most important foreseeable transactions, as well as information regarding the characterisation of hedging transactions, the nature of the risks to be limited, the characterisation of the financial instruments specified as hedging instruments in the relevant hedging type and the fair value of such financial instruments on the balance sheet date.

12.40. Any changes in the fair value of investments reflected in balance sheet item 5.1.4 shall be recognised in the profit or loss account.

12.41. Tangible and intangible assets shall initially be recognised in the accounting at their cost. In the subsequent period they shall be valued in accordance with the following conditions:

12.41.1. the cost for assets with limited period of use shall be reduced by the accumulated depreciation of tangible assets and amortisation of intangible assets which has been calculated on the basis of the useful life of these assets and by the accumulated impairment losses of tangible and intangible assets which shall be recognised in the profit or loss account; and

12.41.2. reconstruction, improvement and renovation costs of tangible assets shall be included in the book value of these assets if subsequent to their reconstruction, improvement and renovation the economic indicators of the tangible assets have changed.

12.42. The remaining debt amounts of debtors and creditors shall be indicated in the balance sheet in conformity with corroborative documents and entries in the accounting registers, and co-ordinated with the accounting data of debtors and creditors on the date of drawing up the balance sheet. The co-ordination requirement shall not apply to debtors and creditors policyholders if they are natural persons. In cases of dispute, the remaining amounts shall be indicated in the balance sheet in conformity with the accounting data of the insurer.

12.43. Assets the valuation rules for which are not included in Paragraphs 12.9-12.42 shall be valued at their cost, which shall be reduced by the impairment losses of these assets.

12.44. The amount of technical reserves shall always be such as to enable the insurer to cover any possible liabilities that may arise from insurance and reinsurance contracts.

12.45. If one method is accepted for the calculation of technical reserves, 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. 

12.46. Financial liabilities shall initially be recognised in the accounting at the cost, i.e. at the fair value of consideration received. Transaction costs, which are directly attributable to financial liabilities, shall be included in the cost.

12.47. After initial recognition financial liabilities shall be continued to be valued as follows:

12.47.1. all financial liabilities which are not liabilities held for trading shall be shown at their amortised cost; and

12.47.2. financial liabilities held for trading shall be shown at their fair value in accordance with the conditions of Paragraphs 12.17-12.20.

12.48. Profit or loss which has arisen from financial liabilities which are shown at their amortised cost shall be included in the profit or loss account when the financial liabilities are excluded from the balance sheet, i.e. when the liability specified in the contract is fulfilled, cancelled or the term thereof has expired, as well as during the amortisation process.

13. CONTENTS OF THE NOTES
13.1. In addition to the fulfilment of the requirements regarding the content of the Notes contained in other Paragraphs of these Regulations the Notes shall include the following significant information:

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

13.1.1.1. criteria and assumptions, which have been applied to the recognition of balance sheet items in the balance sheet or exclusion therefrom,

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

13.1.1.3. policy for accumulation and recognition of income and expenses,

13.1.1.4. criteria in accordance with which financial assets and financial liabilities are classified in the following categories: loans granted by the insurer and similar claims, held-to-maturity investments, investments held for trading, investments available for sale, financial liabilities which are not liabilities held for trading and financial liabilities held for trading, as well as criteria and restrictions for re-classification of these investments,

13.1.1.5. methods and most significant assumptions used in determining the fair value of investments,

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

13.1.1.7. principles for reflecting changes in the accounting policy,

13.1.1.8. foreign exchange rate specified by the Bank of Latvia used for recalculation of items expressed in a foreign currency, and

13.1.1.9. 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;

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

13.1.3. 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);

13.1.4. remuneration granted to board of directors and council members in the accounting year and the amount of credits, as well as liabilities which have arisen by granting them any type of guarantee;

13.1.5. information regarding material participation of stockholders 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 nominal value of stocks or co-operative shares and the number of votes; and

13.1.6. 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.

13.2. The Notes shall provide information regarding the amount of insurer’s debts and liabilities to related and associated companies, which are shown in the relevant sub-items of the balance sheet items “Debtors” and “Creditors”.

13.3. The Notes shall be reflected 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:

13.3.1. 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; and

13.3.2. 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.

13.4. The Notes shall specify:

13.4.1. 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): 
13.4.1.1. gross premiums written,

13.4.1.2. gross premiums earned,

13.4.1.3. gross claims s paid, and

13.4.1.4. gross administrative expenses;

13.4.2. 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):

13.4.2.1. premiums under individual contracts and premiums under group contracts:

13.4.2.1.1. premiums under individual contracts, and

13.4.2.1.2. premiums under group contracts,

13.4.2.2. single and periodic premiums:

13.4.2.2.1. single premiums,

13.4.2.2.2. periodic premiums, and

13.4.2.3. premiums from bonus contracts, premiums from non-bonus contracts and premiums from unit-linked contracts:

13.4.2.3.1. premiums from bonus contracts,

13.4.2.3.2. premiums from non-bonus contracts, and

13.4.2.3.3. premiums from unit-linked contracts; and

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

13.5. In the Notes technical account 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 Paragraph 13.4.1, shall be reflected according to the following distribution:

13.5.1. accident insurance;

13.5.2. health insurance;

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

13.5.4. insurance of railway transport;

13.5.5. insurance of aircraft;

13.5.6. insurance of ships;

13.5.7. insurance of freight;

13.5.8. insurance of property against fire and natural disasters;

13.5.9. insurance of property against other losses;

13.5.10. civil liability insurance for owners of land means of transport;

13.5.11. compulsory civil liability insurance for owners of land means of transport;

13.5.12. civil liability insurance for owners of aircraft;

13.5.13. civil liability insurance for owners of ships;

13.5.14. general civil liability insurance;

13.5.15. credit insurance;

13.5.16. suretyship insurance;

13.5.17. insurance of various financial losses; and

13.5.18. legal expenses insurance; and

13.5.19. assistance insurance.

13.6. The breakdown referred to in Paragraph 13.5 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 lats according to the exchange rate determined by the Bank of Latvia. However, each non-life insurance company shall be reflected the breakdown of technical account indicators of the profit or loss account  for the three proportionally largest  insurance types.

13.7. In the net operating expenses sub-item of the technical account of the profit or loss account, such administrative expenses as are not directly related to a specific insurance type shall be distributed on the basis of premiums written or insurance claims paid. The insurer may distribute administrative expenses on the basis of other principles, which shall be explained in the Notes.

13.8. 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.

13.9. 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:

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

13.9.2. investments in the equity capital of related and associated companies.

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

13.10.1. Latvia;

13.10.2. European Union Member States; and

13.10.3. other countries.

14. OBLIGATION TO PREPARE CONSOLIDATED ANNUAL ACCOUNTS
14.1. Consolidated annual accounts shall be prepared by the insurer (parent company) which meets at least one of the following conditions:

14.1.1. it owns the majority of shareholders or stockholders voting rights (more than 50 per cent) in another company (subsidiary company);

14.1.2. it has the right to appoint or dismiss the majority of members (more than 50 per cent) of the council, board of directors or other administrative or supervisory institutions (hereinafter — administrative institutions) of another company (subsidiary company), and it is concurrently a shareholder or a stockholder of such company;

14.1.3. it has the right to exercise the rights over a company (subsidiary company), referred to in Paragraphs 14.1.1 and 14.1.2 of these Regulations, on the basis of a group of companies contract entered into with such company or in accordance with the memorandum of association or articles of association of such company (regardless of whether or not the parent company is a stockholder or a shareholder in the subsidiary company); or

14.1.4. it is a stockholder or a shareholder in the equity capital of another company (subsidiary company) and on the basis of the contract entered into with other stockholders or shareholders of this company alone controls the majority of voting rights in the company.

14.2. The insurer (parent company) and all its subsidiary companies, which are registered in the Republic of Latvia or in other states constitute a group of insurers. In identifying a group of insurers, a subsidiary company of a subsidiary company shall be considered a subsidiary company of the insurer (parent company).

14.3. In determining the number of voting rights referred to in Paragraph 14.1 of these Regulations (the number of members of administrative institutions of a company which it is entitled to appoint or dismiss) the insurer shall take into account the following:

14.3.1. the voting rights of the insurer in this company;

14.3.2. the voting rights of insurer’s subsidiary companies in this company; and

14.3.3. the voting rights in this company of such persons who in accordance with an agreement are acting in their own name but at the instruction or for the benefit of the insurer or its subsidiary companies.

14.4. In determining the number of voting rights (the number of members of administrative institutions of a company which it is entitled to appoint or dismiss) the insurer need not take into account the voting rights in this company granted by stocks or shares:

14.4.1. which are acquired on behalf of the insurer or its subsidiary companies but at the instruction or for the benefit of another person; or

14.4.2. which are guarantees for claims of the insurer or its subsidiary companies to the extent in which the voting rights are used for the benefit of the person who has provided such guarantees.

14.5. Voting rights granted by stocks or shares the holder of which is the subsidiary company itself or a subsidiary company of the subsidiary company or a person acting on its on behalf but at the instruction or for the benefit of such subsidiary company or the subsidiary company of the subsidiary company shall not be included in the sum total of the voting rights in relation to which the proportion of the voting rights owned by the insurer is determined.

14.6. Any company of the group of insurers shall determine voting rights in another company in accordance with the requirements of Paragraphs 14.1-14.5.

15. EXEMPTION FROM PREPARATION OF CONSOLIDATED ANNUAL ACCOUNTS
15.1. An insurer (parent company) which has to prepare consolidated annual accounts and which is concurrently also a subsidiary company of another company registered in the Republic of Latvia, need not prepare consolidated annual accounts if such parent company owns:

15.1.1. all stocks of the subsidiary company, except reserve stocks of the board of directors; and

15.1.2. 90 or more per cent of stocks and other stockholders have consented to the decision not to prepare consolidated annual accounts.

15.2. An insurer (parent company) which does not prepare consolidated annual accounts in accordance with Paragraph 15.1 of these Regulations shall in the Notes to its annual accounts:

15.2.1. specify the name, registration number and registration address of the parent company which prepares the consolidated annual accounts; and

15.2.2. explain why the insurer is exempted from the obligation to prepare consolidated annual accounts.

15.3. An insurer the issued stocks of which are traded on a regulated market in the Republic of Latvia or European Union Member States, or states of the European Economic Area, shall prepare consolidated annual accounts regardless of the existence of the conditions referred to in Paragraph 15.1 of these Regulations.

15.4. A subsidiary company may be not included in consolidation if at least one of the following conditions applies:

15.4.1. the subsidiary company is insubstantial – its exclusion from consolidation does not prevent the consolidated financial statements from providing a fair and true view of the financial position, results of activities and cash flow of the group of insurers. However, if one and the same group comprises several subsidiary companies of this type and they are substantial in the aggregate, exclusion thereof from consolidation shall not be permitted;

15.4.2. long-term restrictions substantially impede the possibility of the parent company to exercise its rights with respect to management of this company or utilisation of assets;

15.4.3. the stocks or participatory shares of the subsidiary company are in the ownership of the parent company only to sell them and the following conditions are fulfilled:

15.4.3.1. stocks or shares have been acquired:

15.4.3.1.1. either as security for claims of a company of the group;

15.4.3.1.2. or as security for claims of a company of the group against this company if holding of participation is significant to ensure continuity of the activity of this company or to re-organise its activities,

15.4.3.1.3. or in connection with trade in securities or other activities with securities performed by a company of the group,

15.4.3.2. the insurer owns the stocks and shares for not longer than two years,

15.4.3.3. companies of the group do not exercise voting rights granted by stocks or shares unless it is required in the case referred to in Sub-paragraph 15.4.3.1.2; or

15.4.4. information regarding the subsidiary company that is necessary for the preparation of the consolidated financial statements cannot be received in due time or without unsubstantiated large  expenditures.

15.5. If a subsidiary company is not included in consolidation in accordance with the provisions of Paragraph 15.4 of these Regulations, the Notes shall explain the reason for not including this company, as well as characterise the effect of non-inclusion on the financial position, results of activities and cash flow of the group of insurers. The Notes shall specify the following information regarding the company not included in consolidation:

15.5.1. gross premiums written;

15.5.2. profit or loss for the accounting year;

15.5.3. capital and reserves; and

15.5.4. the average number of employees.

16. CONTENT, PROCEDURES FOR SUBMISSION AND PUBLICATION OF CONSOLIDATED ANNUAL ACCOUNTS
16.1. Consolidated annual accounts, as a unified whole, shall consist of consolidated financial statements, management report of the parent company and a notification regarding responsibility of management. Consolidated financial accounts shall contain:

16.1.1. consolidated balance sheet;

16.1.2. consolidated profit or loss account;

16.1.3. consolidated cash flow statement;

16.1.4. consolidated statement of changes in capital and reserves; and

16.1.5. Notes.

16.2. Consolidated financial statements shall provide true and fair view of the financial position, results of the activity and cash flow of the group of insurers as a unified whole.

16.3. The Notes shall include explanatory information regarding the content of the items of the consolidated balance sheet, consolidated profit or loss account, consolidated cash flow statement and consolidated statement of changes in capital and reserves, as well as disclose other information which has significantly affected or may significantly affect valuation of the financial position and results of activity of the group of insurers.

16.4. If consolidated annual accounts prepared in conformity with the requirements of these Regulations do not provide sufficiently fair and true view of the group of insurers as a unified whole, its results of activity and cash flow, in exceptional cases derogation from certain requirements of these Regulations is permitted, explaining in the Notes the reasons for such derogation and the effect thereof on the valuation of the financial position, results of the activity and cash flow of the group of insurers.

16.5. Consolidated cash flow statement and consolidated statement of changes in capital and reserves shall be prepared in accordance with the requirements of Paragraphs 9 and 11 of these Regulations. Consolidated balance sheet and consolidated profit or loss account shall be prepared in accordance with the requirements of Paragraphs 17 and 18 of these Regulations.

16.6. The management report of the parent company shall specify information regarding the companies included in consolidation as a whole, development of the group and characterisation of the financial position, planned development of the group, explaining every significant condition and risk, information regarding the most important events in the group of insurers if such have taken place after the end of the accounting year. It shall also include a comprehensive analysis of the development of the activity and the specific situation, taking into account not only financial aspects but also other relevant information.

16.7. The notification regarding the responsibility of the management of the group of insurers shall certify responsibility of the management for preparation of consolidated annual accounts which truly reflect the financial position of the group at the end of the accounting year, as well as the results of the activity and cash flow in the accounting year.

16.8. The consolidated annual accounts shall be signed by the management of the parent company of the group of insurers:

16.8.1. in stock companies – chairperson of the board of directors, chairperson of the council; and

16.8.2. in mutual co-operative societies – head of the executive body.

16.9. Each item of the consolidated balance sheet, consolidated profit or loss account, consolidated cash flow statement and consolidated statement of changes in capital and reserves and indicators reflected in the Notes shall be reflected the indicators for the accounting year of the group of insurers and the relevant indicators for the previous accounting year.

16.10. The items of the consolidated balance sheet, consolidated profit or loss account, consolidated cash flow statement and consolidated statement of changes in capital and reserves which do not have indicators for the accounting year, shall be shown only if the indicator of the relevant item has been shown in the previous accounting year.

16.11. The monetary unit to be used in the consolidated annual accounts shall be the lats. The consolidated annual accounts shall specify the degree of precision of numbers.

16.12. The consolidated annual accounts, accompanied by the report of a sworn auditor, shall be submitted to the Commission in accordance with the procedures set out in the Law on Insurance Companies and Supervision Thereof. Concurrently with the consolidated annual accounts the parent company shall submit to the Commission an extract from the minutes of the general meeting of stockholders or general meeting of members (meeting of authorised persons) of mutual insurance co-operative society regarding approval of the consolidated annual accounts.

16.13. Not later than a month after the approval of the consolidated annual accounts at the general meeting of stockholders or general meeting of members, the annual accounts of the group of insurers and the relevant report of the sworn auditor shall be published in at least one daily newspaper which is distributed in the entire territory of the Republic of Latvia and posted on the Internet homepage of the insurer if such has been constructed. If the consolidated annual accounts of the insurer are published in full, it shall be identical with the accounts examined by the sworn auditor. These annual accounts shall be published together with a full sworn auditor's report regarding the consolidated financial statements.

16.14. If the consolidated annual accounts are not published in full, it shall be clearly indicated that abridged annual accounts are being published but full annual accounts are freely available at the seat of the group of insurers for consideration, which does not exceed the copying costs thereof. In publishing abridged consolidated annual accounts the existence of the report by a sworn auditor shall be indicated, as well as the information whether the sworn auditor has refused to provide an opinion, whether the sworn auditor has provided a negative opinion and whether the opinion by the sworn auditor is with or without remarks. If the sworn auditor draws attention to the existence of some circumstances without expressing remarks, such fact shall be indicated when publishing the abridged annual accounts.
17. LAYOUT OF CONSOLIDATED BALANCE SHEET ITEMS
17.1. ASSETS
17.1.1. Subscribed capital unpaid

17.1.2. Intangible assets:

17.1.2.1. Positive goodwill

17.1.2.2. Negative goodwill

17.1.2.3. Other

17.1.3. Investments:

17.1.3.1. Land and buildings

17.1.3.2. Related companies:

17.1.3.2.1. Participation in the equity capital

17.1.3.2.2. Debt securities and loans

17.1.3.3. Associated companies:

17.1.3.3.1. Participation in the equity capital

17.1.3.3.2. Debt securities and loans

17.1.3.4. Other financial investments:

17.1.3.4.1. Stocks and other variable-yield securities

17.1.3.4.2. Debt securities and other fixed-income securities

17.1.3.4.3. Participation in investment pools

17.1.3.4.4. Loans guaranteed by mortgages

17.1.3.4.5. Other loans

17.1.3.4.6. Time deposits with credit institutions

17.1.3.4.7. Other investments

17.1.3.5. Deposits with ceding undertakings

17.1.4. Investments for the benefit of life assurance policyholders who bear the investment risk

17.1.5. Debtors:

17.1.5.1. Debtors arising out of direct insurance operations:

17.1.5.1.1. Policyholders

17.1.5.1.2. Intermediaries

17.1.5.2. Debtors arising out of reinsurance operations

17.1.5.3. Other debtors

17.1.6. Other assets:

17.1.6.1. Tangible assets

17.1.6.2. Cash in hand and current claims on credit institutions

17.1.6.3. Other assets

17.1.7. Accrued income and prepayments:

17.1.7.1. Accrued interest and rent

17.1.7.2. Deferred acquisition costs

17.1.7.3. Other prepayments and accrued income

17.1.8. Total assets

17.2. LIABILITIES
17.2.1. Capital and reserves:

17.2.1.1. Subscribed equity capital

17.2.1.2. Stock issue premium

17.2.1.3. Own stocks/co-operative shares (-)

17.2.1.4. Revaluation reserve

17.2.1.5. Reserve capital and other reserves

17.2.1.6. Undistributed profit/loss of previous years

17.2.1.7. Profit/loss for the accounting year

17.2.2. Minority stockholders’ participatory share

17.2.3. Subordinated liabilities

17.2.4. Technical reserves:

17.2.4.1. Technical reserves for unearned premiums and unexpected risks:

17.2.4.1.1. Gross amount

17.2.4.1.2. Reinsurance amount (-)

17.2.4.2. Technical reserves for life assurance:

17.2.4.2.1. Gross amount

17.2.4.2.2. Reinsurance amount (-)

17.2.4.3. Technical reserves for outstanding insurance claims: 
17.2.4.3.1. Gross amount

17.2.4.3.2. Reinsurance amount (-)

17.2.4.4. Technical reserves for bonuses:

17.2.4.4.1. Gross amount

17.2.4.4.2. Reinsurance amount (-)

17.2.4.5. Equalisation technical reserves

17.2.4.6. Other technical reserves:

17.2.4.6.1. Gross amount

17.2.4.6.2. Reinsurance amount (-)

17.2.5. Technical reserves for life assurance policies where the investment risk is borne by the policyholders:

17.2.5.1. Gross amount

17.2.5.2. Reinsurance amount (-)

17.2.6. Provisions:

17.2.6.1. Provisions for pensions and similar obligations

17.2.6.2. Provisions for taxation

17.2.6.3. Other provisions

17.2.7. Deposits received from reinsurers

17.2.8. Creditors:

17.2.8.1. Creditors arising out of direct insurance operations:

17.2.8.1.1. Policyholders

17.2.8.1.2. Intermediaries 

17.2.8.2. Creditors arising out of reinsurance operations

17.2.8.3. Loans from credit institutions

17.2.8.4. Taxes and social security payments

17.2.8.5. Other creditors

17.2.9. Accrued expenses and deferred income

17.2.10. Total liabilities

18. LAYOUT OF CONSOLIDATED PROFIT OR LOSS ACCOUNT ITEMS
18.1. TECHNICAL ACCOUNT
18.1.1. Earned premiums:

18.1.1.1. Gross premiums:

18.1.1.1.1. Gross premiums written

18.1.1.1.2. Compulsory civil liability insurance compulsory deductions (-)

18.1.1.2.  Reinsurance amount (-)

18.1.1.3. Changes in the gross technical reserves for unearned premiums and unexpected risks (+/-)

18.1.1.4. Changes in the technical reserves for unearned premiums, reinsurance amount (+/-)

18.1.2. Other technical income, net

18.1.3. Claims incurred, net

18.1.3.1. Insurance claims paid, net:

18.1.3.1.1. Gross amount of claims:

18.1.3.1.1.1. Claims paid

18.1.3.1.1.2. Indemnity adjustment expenses

18.1.3.1.1.3. Surrenders

18.1.3.1.1.4. Amounts of recovered losses (-)

18.1.3.1.2.  Reinsurance amount in claims (-)

18.1.3.2. Changes in the technical reserves for outstanding insurance claims claims, net (+/-):

18.1.3.2.1. Gross amount of changes

18.1.3.2.2.  Reinsurance amount changes (-)

18.1.4. Changes in the technical reserves for life assurance, net (+/-):

18.1.4.1. Gross amount of changes

18.1.4.2.  Reinsurance amount changes (-)

18.1.5. Changes in other technical reserves, net (+/-):

18.1.5.1. Gross amount of changes

18.1.5.2.  Reinsurance amount changes (-)

18.1.6. Bonuses, net

18.1.7. Net operating expenses:

18.1.7.1. Acquisition costs

18.1.7.2. Changes in deferred acquisition costs (+/-)

18.1.7.3. Administrative expenses

18.1.7.4. Reinsurance commissions and profit participation (-)

18.1.8. Other technical expenses, net

18.1.9. Changes in equalisation technical reserves (+/-)

18.1.10. Technical account

18.2. NON-TECHNICAL ACCOUNT
18.2.1. Technical account (+/-)

18.2.2. Investment income:

18.2.2.1. Profit on participation in the equity capital of related and associated companies in conformity with the equity method

18.2.2.2. Income from land and buildings

18.2.2.3. Income from other financial investments

18.2.2.4. Profit on revaluation of investments

18.2.2.5. Profit on the realisation of investments

18.2.3. Unrealised investment income

18.2.4. Investment expenses:

18.2.4.1. Investment management expenses, including interest paid

18.2.4.2. Losses on participation in the equity capital of related and associated companies in conformity with the equity method

18.2.4.3. Losses on revaluation of investments

18.2.4.4. Losses on the realisation of investments

18.2.5. Unrealised investment expenses

18.2.6. Other income

18.2.7. Other expenses, including revaluation

18.2.8. Profit or loss before extraordinary items

18.2.9. Extraordinary income

18.2.10. Extraordinary expenses

18.2.11. Profit or loss for the accounting year before payment of taxes

18.2.12. Enterprise income tax

18.2.13. Profit or loss share of minority stockholders

18.2.14. Profit or loss for the accounting year

19. PREPARATION OF CONSOLIDATED FINANCIAL STATEMENTS
19.1. Consolidated annual accounts shall be prepared for the period specified for the insurer (parent company) for the preparation of annual accounts in accordance with the requirements of Paragraph 2.12.

19.2. If financial statements of a subsidiary company have been prepared on a date which is more than six months before the date of the consolidated financial statements, financial statement indicators of this subsidiary company shall be included in the consolidated financial statements on the basis of interim financial statements which have been prepared on the date which corresponds to the date of the consolidated financial statements.

19.3. If the difference between the dates of financial statements of the subsidiary company and consolidated financial statements does not exceed six months, adjustment of the financial statements of such subsidiary company shall be made taking account of all substantial changes in items of the balance sheet, profit or loss account that have occurred during the time period between the date of financial statements of the subsidiary company and the consolidated financial statements.

19.4. If during the accounting year changes have occurred in the composition of companies included in consolidation, the consolidated financial statements shall include such information as allows comparison of these statements with the consolidated financial statements of the previous years. If changes in the composition of companies included in consolidation during the accounting year are material, an adjusted balance sheet and an adjusted profit or loss account shall be prepared.

19.5. The insurer who is preparing consolidated financial statements shall develop and approve procedures for preparation of consolidated financial statements, as well as create an internal control system which ensures timely receipt of true information regarding the companies of the group of insurers.

19.6. The indicators of the consolidated financial statements shall be based on calculations and working tables. Entries in the working tables shall not affect the individual financial statements of the insurer or its subsidiary companies. In preparing calculations and working tables, the requirements determined for corroborative documents and accounting registers in Sections 6, 7 and 10 of the Law on Accounting shall be complied with. The time period for keeping the calculations and tables referred to shall be 10 years.

19.7. In preparing consolidated financial statements the same accounting methods and the same item valuation principles shall be utilised within the group of insurers, in accordance with the provisions of Paragraphs 6, 8, 10 and 12 of these Regulations.

19.8. If a subsidiary company of a group of insurers utilises other accounting methods or other valuation rules than the parent company of the group, then in preparing consolidated financial statements the parent company shall adjust the relevant items of the financial statements of such subsidiary company, i.e. in the working table increase or decrease the relevant items of the balance sheet, profit or loss account of such subsidiary company by the amount calculated as a result of adjustment. Such adjustment shall not be performed if the adjustment result is not substantial to meet the requirements of Paragraph 16.2, as well as it shall not be applied to those balance sheet liabilities items which the companies included in consolidation have valued applying specific rules for insurers, and such changes in the value of balance sheet assets items which affect or determine the rights of policyholders. If the amount of adjustments is actually impossible to calculate, it shall be specified in the Notes, providing explanation regarding the essence of the accounting methods or valuation principles used to value items of subsidiary companies. The Notes shall also provide information regarding the proportion of such subsidiary undertakings in consolidated financial statements, which utilise other accounting methods or other valuation principles.

19.9. In order to include a foreign subsidiary company in consolidated financial statements, financial statement indicators of such company, prepared in a foreign currency, shall be converted to lats. In performing conversion, the following conditions shall be complied with:

19.9.1. assets and liabilities shall be converted to lats in accordance with the foreign exchange rate determined by the Bank of Latvia for the last day of the accounting year;

19.9.2. income and expenses shall be converted to lats in accordance with the foreign exchange rate determined by the Bank of Latvia for the day of the transaction or in accordance with the average exchange rate for the reference period;

19.9.3. if upon conversion of items a difference results (positive or negative), it shall be reflected in capital and reserves of the consolidated balance sheet, specifying the amount of such difference in the Notes; and

19.9.4. if a foreign subsidiary company is not fully owned by the parent company, the part of the difference resulting from conversion which is not attributable to the group of insurers shall be reflected in the consolidated balance sheet item “Minority stockholders’ participatory share”.

19.10. In preparing consolidated financial statements, the consolidation methods used shall be consistently used from year to year. Derogation from this principle shall be permitted only in exceptional cases. Reasons for each such derogation shall be explained in the Notes. The effect of the change in the consolidation method on the items of the consolidated financial statements shall also be explained in the Notes.

19.11. In preparing consolidated financial statements:

19.11.1. financial statements of subsidiary companies shall be included using the full consolidation method;

19.11.2. participation in a company which, on the basis of agreement that decisions in respect of the management policy of such company may not be taken without mutual co-ordination, is managed by one or more companies of a group of insurers jointly with one or more companies which are not companies of the group of insurers, shall be reflected using the proportional consolidation method; and

19.11.3. participation in an associated company shall be reflected using the equity method.

20. FULL CONSOLIDATION METHOD
20.1. In order to prepare the consolidated financial statements as the financial statements of a single company, the individual balance sheets and profit or loss accounts of the parent company and its subsidiary companies shall be combined in one consolidated balance sheet and consolidated profit or loss account, in compliance with the following consolidation procedures:

20.1.1. the financial statements of subsidiary companies of the group of insurers, in which different accounting methods have been used, shall be adjusted in accordance with the requirements of Paragraph 19.8;

20.1.2. the financial statements of subsidiary companies of the group of insurers located in foreign states shall be converted to lats in accordance with the requirements of Paragraph 19.9; and

20.1.3. the financial statements of subsidiary companies shall be adjusted in accordance with the requirements of Paragraph 19.3.

20.2. In order to ensure that the consolidated balance sheet provides information regarding the assets and liabilities of the group of insurers as a unified whole, the following consolidation procedures shall be observed:

20.2.1. the balance sheet value of participation of the parent company in the equity capital of the subsidiary company and the corresponding share of the parent company in the capital and reserves of the subsidiary company shall be mutually excluded;

20.2.2. mutual claims and liabilities of the parent company and subsidiary companies included in consolidation shall be excluded; and

20.2.3. the participatory share of minority stockholders in the capital and reserves of subsidiary companies included in full consolidation shall be determined, reflecting it in the consolidated balance sheet item “Minority stockholders' participatory share”.

20.3. In consolidating financial statements the exclusion specified in Paragraphs 20.2.1 and 20.2.2 of these Regulations, on the basis of the value of stocks or shares of subsidiary companies included in consolidation, shall be performed on one of the following dates:

20.3.1. the date when the subsidiary company was first included in consolidation;

20.3.2. the date of purchase of stocks or shares of the subsidiary companies; or

20.3.3. the date on which the company became a subsidiary company of the group of insurers if stocks or shares have been acquired on various dates. The date when the exclusion of the subsidiary company was carried out shall be specified in the Notes.

20.4. Mutual exclusion of the balance sheet value of participation of the parent company in the equity capital of a subsidiary company and the corresponding share of the parent company in the capital and reserves of the subsidiary company shall be performed on the basis of one of the following values:

20.4.1. the balance sheet value of assets and liabilities of the subsidiary company and the difference which has resulted from the mutual exclusion, as far as it is possible, shall be attributed to those balance sheet items the fair value of which is greater then the value specified in the balance sheet of subsidiary companies; or

20.4.2. the fair value of determinable assets and liabilities of subsidiary companies.

20.5. Procedures prescribed in Paragraph 20.4 of these Regulations shall not be applied to stocks or shares of the parent company which are owned by the parent company itself or a subsidiary company included in consolidation. In the consolidated balance sheet such stocks or shares shall be shown in the item “Own stocks/co-operative shares”.

20.6. Any difference which has remained upon performance of the mutual exclusion in accordance with the requirements of Paragraph 20.4, shall be shown in the consolidated balance sheet item “Positive goodwill” if it is positive or in the consolidated balance sheet item “Negative goodwill” if it is negative. Negative goodwill shall reduce the total assets of the balance sheet.

20.7. The amount reflected in the consolidated balance sheet item “Positive goodwill” shall be systematically written off as costs during the period of useful life but not longer than 20 years. If the value of the relevant balance sheet items diminishes over the subsequent periods, the amount remaining in the item “Positive goodwill” shall be written off as costs for the period when the impairment occurred.

20.8. The amount reflected in the consolidated balance sheet item “Negative goodwill” may be transferred to the consolidated profit or loss account:

20.8.1. to the extent this negative difference conforms on the date of preparation of the consolidated financial statements to the benefits already gained;

20.8.2. to the extent the unfavourable results of activity of this company expected in the future or the expected costs have come true by the date of acquisition of the subsidiary company.

20.9. In order to ensure that the consolidated profit or loss account provides information regarding the income and expenses of the group of insurers as a unified whole, the following consolidation procedures shall be observed:

20.9.1. income, including dividends, and expenses gained as a result of mutual transactions of the parent company and subsidiary companies shall be excluded;

20.9.2. profit or loss from mutual transactions of the parent company and subsidiary companies which is included in the assets value shown in the balance sheet of the parent company and a subsidiary company shall be excluded;

20.9.3. adjustment shall be performed to reflect the consequences of participation acquisition, i.e. transfer of the intangible value to the consolidated profit or loss account; and

20.9.4. the amount of profit or loss owned by minority stockholders shall be determined and it shall be reflected in the profit and loss account item “Profit/loss share of minority stockholders”.

20.10. If a parent company has acquired a subsidiary company during the accounting year, the profit or loss of such subsidiary company shall be included in the consolidated profit or loss account only for the amount that has been acquired during the period from the acquisition date of the subsidiary company (the date when this company became a subsidiary company) to the date of preparation of statements. 

20.11. The results of activity of a subsidiary company shall be included in the consolidated profit or loss account up to the date when participation in the subsidiary company has been sold or otherwise alienated or reduced to the amount which does not conform (in the meaning of Paragraph 14.1 of these Regulations) to the status of a subsidiary company.

20.12. Mutual exclusion of items, in compliance with the requirements of Sub-paragraphs 20.2.2, 20.9.1 and 20.9.2, need not be performed if the result is not material for meeting the requirements of Paragraph 16.2.

21. PROPORTIONAL CONSOLIDATION METHOD
21.1. If in accordance with Sub-paragraph 19.11.2 of these Regulations, consolidated financial statements are prepared, assets, liabilities, income and expenses of such jointly managed company shall be included in the consolidated financial statements in proportion to the participation of the companies included in consolidation in the equity capital of the jointly managed company.

21.2. In performing proportional consolidation the following procedures shall be observed:

21.2.1. the balance sheet value of the participation in a jointly managed company of a company of the group of insurers and the corresponding share in the capital and reserves of the jointly managed company shall be mutually excluded, determining and showing in the consolidated balance sheet the difference between them in accordance with the requirements of Paragraphs 20.2-20.6. The goodwill shall be attributed to the profit or loss account in accordance with the requirements of Paragraphs 20.7 or 20.8; and

21.2.2. exclusion of mutual transactions of the company of the group of insurers and the jointly managed company shall be performed, taking into account the provisions of Sub-paragraphs 20.2.2, 20.9.1 and 20.9.2. The extent of amounts to be excluded shall be limited by the share of mutual transactions which has been determined in conformity with the share of the company of the group of insurers in the jointly managed assets. Exclusion shall not be performed if its result is not material for meeting the requirements of Paragraph 16.2.

22. EQUITY METHOD
22.1. Participation of companies included in consolidation in the associated company shall be reflected in the consolidated financial statements in compliance with the requirements set out in Paragraphs 19.7-19.9 of these Regulations.

22.2. In the consolidated balance sheet the balance sheet value of participation in the equity capital of associated companies shall be replaced by the share of the companies of the group in capital and reserves of such company. Any difference between the balance sheet value and the share of the group companies in the capital and reserves of the associated company shall be determined and shown in accordance with the requirements of Paragraphs 20.4-20.6. Goodwill shall be attributed to the profit or loss account in accordance with the requirements of Paragraph 20.7 or 20.8. 

22.3. In the subsequent years after initial inclusion of participation in the consolidated balance sheet in accordance with the requirements of Paragraph 22.2 the value thereof in the consolidated balance sheet shall be increased or reduced in conformity with the increase or reduction of the share in capital and reserves of the companies included in consolidation. Value of participation in the consolidated balance sheet shall be reduced by the amount of received or receivable dividends of associated companies.

22.4. Associated companies shall be reflected the share of profit or loss for the accounting year that relates to companies included in consolidation in the consolidated profit or loss account item “Income from participation in the equity capital of related and associated companies in conformity with the equity method” if it is part of the profit, and in the item “Losses on participation in the equity capital of related and associated companies in conformity with the equity method” if it is part of the loss.

22.5. Loss or profit of mutual transactions which is included in the assets value specified in the individual balance of the companies of the group and the associated company shall be excluded to the extent justified by corroborative documents or facts regarding which it is possible to obtain such confirmation. Such exclusion shall not be performed if its result is not material for meeting the requirements of Paragraph 16.2.

22.6. If an associated company, which is included in the consolidated financial statements, has to prepare consolidated financial statements, the amount of capital and reserves of this company shall be determined on the basis of the consolidated financial statements of this company.

23. CONTENTS OF THE NOTES
23.1. In addition to other information specified in these Regulations, the Notes shall include the following information:

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

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

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

23.1.4. names and registration addresses of associated companies, as well as the number of equity 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 of insurers;

23.1.5. 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 of insurers;

23.1.6. 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 of insurers;

23.1.7. 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; and

23.1.8. stocks or shares of the parent company that are owned by such parent 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 of insurers, indicating the number and nominal value of such stocks.

23.2. The Notes shall also disclose other information that has substantially affected or may substantially affect valuation of the financial position or the results of activity of the group of insurers. 
24. CLOSING PROVISIONS
24.1. These Regulations shall be applied by the insurer in preparing annual accounts and consolidated annual accounts starting with 2003.

24.2. With the coming into force of these Regulations “Regulations regarding Preparation of Annual Accounts and Consolidated Annual Accounts of Insurance Stock Companies and Mutual Insurance Co-operative Societies” approved by the Council of the Commission decision No. 25/7 of 28 December 2001 and “Regulations regarding Reflection of Investment Income in Annual Accounts of those Life Assurance Companies which Provide Accident and Health Insurance” approved by decision No. 17/8 of 2 November 2001 are repealed.

25. INFORMATIVE REFERENCE TO EUROPEAN UNION DIRECTIVES
These Regulations contain legal norms which follow from European Union directive 91/674/EEC regarding the annual accounts and consolidated accounts of insurance undertakings, as well as take into account European Commission proposals of 28 May 2002 regarding amendments to European Union directives 78/660/EEC, 83/349/EEC and 91/674/EEC on the annual and consolidated accounts of certain types of companies and insurance undertakings.
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