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The Accounting Standards Review Board has apprbiRst34:
Life Insurance Business, for the purposes of timaféial Reporting
Act 1993, to apply to the general purpose financéglorts of all life

insurers (as defined in the Standard).

The definitions are in Section 21. Financial refiog standards
are paragraphs in bold type-face in this Standavdhere
appropriate, interpretive commentary paragraphs liaimp type-face
follow the financial reporting standards.

The paragraph numbering in this standard is the samthe
numbering of AASB-1038: Life Insurance Businesseré/there is
an Australian requirement but no corresponding Nealand
requirement a paragraph number will be given, folldvg the
words “Not Used”.
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MAIN FEATURES OF THE STANDARD
The Standard:

@)
(b)

(©
(d)

(e)

()
@
(h)

@
0

applies to life insurers and to the parenttermf groups that include a life
insurer

requires a life insurer and the parent entfty dife insurer to include in its
financial statements all its assets, liabilitiesyanues, expenses and equity
irrespective of whether they are designated asimgléd policyholders or to
shareholders

requires all assets of a life insurer to be sneed at net market values

requires all liabilities of a life insurer teebmeasured at net present values,
and describes the key parameters for measuringyd@bilities

requires a life insurer that is a parent entitya group to recognise and
disclose any excess (which will include any intepngktnerated goodwill) or
deficiency of the net market values of interestsuisidiaries over the net
assets of those subsidiaries recognised in the olidatged financial
statements, in the financial statements of tharigerer group

requires premiums and claims to be separated product basis into their
revenue, expense and change in liability componemiesss the separation is
not practicable or the components cannot be rgliatdasured, subject to a
transitional provision

requires returns on all investments controliga life insurer to be recognised
as revenues

requires participating benefits vested in ielato the reporting period, other
than transfers from unvested policyholder benéfitslities, to be recognised

as expenses

requires reinsurance contracts to be recogrosea gross basis

requires specific disclosures in the finanegborts prepared by life insurers
or groups which include a life insurer.
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1 APPLICATION

STANDARD

1.1 This Standard applies to the general purposerfancial reports of:
(@) each life insurer; and
(b) each group which includes a life insurer.

COMMENTARY

1.1.1 This Standard applies to the consolidateanfiral statements of a group in
relation to a life insurer subsidiary. Paragraph & of particular relevance in
these cases. This Standard does not apply totiepdny a group for its activities
other than its life insurance business. In meaguand reporting business other
than life insurance business as well as aspectieahsurance business where this
Standard contains no requirements, a group thdmdas a life insurer should
follow appropriate financial reporting standards.

STANDARD

1.2 Inthe event of a conflict between this Standarednd any other Standard,
the requirements of this Standard prevail.

1.2.1 ‘Not Used

COMMENTARY

1.2.2 This Standard requires all assets of lifar@s to be measured at net market
value. This requirement means that life insurersdt apply Standards that are
predicated on the historical cost or modified histd cost bases of accounting.
For this reason, for example, the use of net mavkkies in measuring assets
means that life insurers do not depreciate assetsccordance with SSAP-3:
Accounting for Depreciatign revalue assets in accordance with SSAP-28:
Accounting for Fixed Assetsecognise and amortise goodwill or use the equity
method of accounting in accordance with SSAPA8counting for Business
Combinations and recognise leases in accordance with SSARd&unting for
Leases and Hire Purchase Contracts

1.2.3 FRS-21Accounting for the Effects of Changes in Foreigmréncy Exchange

Rates applies in relation to the translation of trangaxt, other than foreign

currency hedge contracts, and foreign operatiddi®miums received and claims
paid in foreign currencies would need to be traeslaficcording to FRS-21.
However, some of the requirements of FRS-21 are pplicable where a net
market value basis is used for measuring assetse €effect of movements in
exchange rates on the carrying amounts of invegsnienincluded in their net

market values, changes in which are recognised mopamvestment revenue in
the statement of financial performance as they mc&ecause this applies in the
case of foreign branch offices and where the investns a foreign subsidiary,
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there is no recognition of a foreign currency tfatign reserve. The only case in
which a foreign currency translation reserve woulddmgnised by a life insurer
is in the context of its consolidated financialtstaents where the reserve already
exists in the financial statements of a subsidimich is not a life insurer.

2 OPERATIVE DATE

STANDARD
2.1 This Standard applies to periods ending on orfeer 31 December 1999.

2.2 “Not Used”
2.2.1 ‘Not Used

3 PURPOSE OF STANDARD

STANDARD
3.1 The purpose of this Standard is to:

(&) prescribe the methods to be used for reportingn life insurance business
in the financial report

(b) require disclosures about life insurance busirss in the financial report.

4 APPLICATION OF MATERIALITY

STANDARD

4.1 The financial reporting standards set out in tis standard shall apply to
all financial reports where such application is ofmaterial consequence. A
statement, fact, or item is material if it is of sgh a nature or amount that
its disclosure, or the method of treating it, givenfull consideration of the
circumstances applying at the time the financial rport is completed is likely
to influence the users of the financial report in raking decisions or assessments.

COMMENTARY

4.1.1 An example of the application of materialitythat disclosures about life
insurance business in the context of a group tictides a life insurer are required
where the life insurance business is material ircthrgext of the group.

4.1.2 For the purposes of FRS-2dterim Financial Statementbe determination
of policy liabilities in accordance with SectioroBthis Standard does not necessarily
require a full actuarial valuation. The policydility is to be determined on a reliable
basis, including a full review of assumptions, aad be materially different from
policy liabilities determined by a full actuarizhaation.
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5 ENTITY AND CONSOLIDATION ISSUES

The Life Insurer Entity

STANDARD

5.1 A life insurer must recognise in its financial ®tements the assets,
liabilities, revenues, expenses and equity of thentity, whether they are
designated as relating to policyholders or to shatelders.

COMMENTARY

5.1.1 Life insurers may have both policyholders ahdreholders with a financial

interest in the entity. It is sometimes argued tha interests of policyholders and
the interests of shareholders form the bases @frapentities that should prepare
separate primary financial statements. Howeveryiéng adopted in this Standard

is that the interests of policyholders and shamdrsl are intertwined and form the
basis of a single entity. The boundaries of thisty are defined by control. The

directors of the life insurer, in pursuing its atijees, dominate the decision-making
in relation to the financial and operating polica##ghe life insurer, which includes

the assets of the entity, whether they are desidregeelating to policyholders or

to shareholders.

5.1.2 Equity in a shareholder-owned life insurer vg#nerally comprise only
shareholder equity. Although participants in theustry commonly refer to
“policyholder retained profits”, such amounts arvested policyholder benefits
liabilities. A life insurer will only have policyhder equity if that life insurer has
foreign life insurance operations in a jurisdictithrat permits retained profits to
remain unallocated between policyholders and shatei® and the policyholders’
component cannot be determined.

Financial Reports of Groups that Include a Life Insuer Subsidiary

STANDARD

5.2 The consolidated financial statements of a grputhat includes a life
insurer subsidiary must recognise all of the assetdiabilities, revenues and
expenses of that subsidiary, whether they are desigted as relating to
policyholders or to shareholders of that life insuer. The assets, liabilities,
revenues and expenses of a life insurer subsidiaand its group recognised in
the consolidated financial statements of a group nmat be measured in
accordance with this Standard.

COMMENTARY

5.2.1 For the same reasons that a life insuretyastconsidered to comprise both
policyholder and shareholder interests, the viewpgetbin this Standard is that the
parent entity controls the interests of both pdimders and shareholders and,
accordingly, the consolidated financial statemefithe group includes all of those
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interests. The parent entity of a life insureeefively uses all of the resources of
shareholders and policyholders in achieving iteotijes and effectively controls
policyholder interests for the benefit of both pgliolders and shareholders.

5.2.2 Some life insurers are subsidiaries of @stitither than life insurers, such as
banks, and some are subsidiaries of other lifergrsu The character of the parent
entity of a life insurer has no bearing on whethlmrsolidated financial statements,
prepared in accordance with paragraph 5.2, areneztjui

Consolidated Financial Statements of Life Insurers ad Investments in
Subsidiaries and Other Entities

STANDARD

5.3 Any excess of the net market values of interesta subsidiaries (or
in-substance subsidiaries and partnerships) over thnet amount of subsidiaries’
(and other entities’) assets and liabilities recogsed in the consolidated
financial statements must be recognised in the coslglated financial statements
of a life insurer as a separate asset.

COMMENTARY

5.3.1 These requirements reflect the life insurandestry’s focus on the net market
values of investments. In accordance with secdmf this Standard, assets are to
be recognised in a life insurer’s financial stateteeat net market values. Some of
these assets may be interests in subsidiaries nsuhistance subsidiaries and
partnerships). In a life insurer's consolidatetaficial statements, the assets and
liabilities relating to these interests may be gFdsed using the amounts in the
records of the subsidiaries (and other entitief)e net market values recognised
in the life insurer's “parent entity” financial $éments may exceed the net
amounts of the subsidiary’'s (and other entitiesSpets and liabilities. The
“excess” may comprise the following components:

(&) acquired goodwill, to the extent that it remaahseporting date

(b) increments in the value of goodwill associateth\lie subsidiaries (or other
entities) since the acquisition or establishmenthef subsidiaries (or other
entities)

(c) measurement differences, resulting from thetasand liabilities included in
the life insurer group financial statements beirgried in the records of
subsidiaries (or other entities) on measuremenedasgher than those
required in this Standard.

Acquired Goodwill

COMMENTARY

5.3.2 Under SSAP-8ccounting for Business Combinatioasquired goodwill, if
any, is recognised on preparing consolidated fiidrstatements and is amortised
in those statements. However, as indicated in paphds.3.1(a), the separate asset
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required to be disclosed by paragraph 5.3 alreaclydes any remaining acquired
goodwill. Therefore, this Standard does not reqeitieer the separate recognition
of acquired goodwill or its amortisation becausewituld not be relevant to
separately recognise it once more on consolidation.

Internally Generated Goodwill

COMMENTARY

5.3.3 The component noted in paragraph 5.3.1(intésnally generated goodwill.
This Standard overrides the generally accepted ilpt@mn on recognising
internally generated goodwill. The main reasonpiarhibiting the recognition of
internally generated goodwill is the difficulty, ampossibility, of identifying the
events or transactions which contribute to the dveg@odwill of an entity. In
addition, even if these were identifiable, the ektenwhich they generate future
benefits and the value of such benefits are notallysicapable of reliable
measurement.

5.3.4 Life insurers take an overall view of theibsidiaries (and other entities) as
investments and may not attempt to assign particudues to underlying
individual assets and liabilities. A reliable me@saf net market value is used to
determine the carrying amounts of whole businedsssare investments, with the
increments and decrements in carrying amounts résed as revenues and
expenses as they occur. The effective recogndfanternally generated goodwiill
relating to a subsidiary (and other entities) difa insurer in the life insurer's
financial statements is simply one of the faceta nét market value model.

5.3.5 In relation to the life insurance businessdemted by the life insurer itself,
internally generated goodwill is not recognised.isTdould only be possible where
the interests of policyholders and the interestshareholders form the basis of
separate entities that prepare separate primaapndial statements. As noted in
paragraph 5.1.1, the view adopted in this Standardhat the interests of
policyholders and shareholders are intertwined arth fthe basis of a single
entity. Life insurers use the requirements of thiandard to report on their own
life insurance business and would not, for examplee embedded value or
appraisal value methods in relation to their ownifess. A parent entity which is
not a life insurer may revalue its investment itif@a insurer in the parent entity
financial statements in accordance with generaltgpted accounting practice.

Deficiency of Net Market Values of Interests in Subsliaries

STANDARD

5.4 Any change in the deficiency of the net marketalues of a life insurer’s
interest in subsidiaries (or in-substance subsidiges and partnerships) over
the net amount of subsidiaries’ (and other entiti€y assets and liabilities
included in the consolidated financial statements st be recognised in the
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consolidated financial statements of a life insureas a revenue or an expense
only after:

(&) the carrying values of all assets and liabilies of the subsidiary have
been reviewed, and remeasured where appropriate; a@n

(b) any asset recognised in accordance with paragsh 5.3 against which the
deficiency must be offset has been eliminated.

COMMENTARY

5.4.1 A deficiency of the net market value of aiifsurer’s interest in a subsidiary
(or in-substance subsidiary or partnership) over rdcognised net assets of that
subsidiary (or other entity) may conceivably arigkhough such a deficiency is

expected to be extremely rare. Where such a racentstance arises, a life

insurer parent entity should review the measurenoénthe net assets of the

subsidiary (or other entity) to ensure that theg srcognised and measured in
accordance with the requirements of applicable Statsd If the subsidiary's (or

other entity’s) net assets are over-valued, theyulshbe remeasured. If the

deficiency persists after a thorough and completéew, it is offset against any

assets arising in respect of other subsidiariesotber entities) as a result of

applying the provisions of paragraph 5.3. The glean any remaining deficiency

is recognised as a revenue or an expense in thacig statements of the life

insurer group. The remaining deficiency is nobogrised as a liability because it
does not embody a present obligation.

6 PREMIUMS AND CLAIMS

STANDARD

6.1 Subject to paragraph 6.2, components of premiusnthat are revenues
and components of claims that are expenses must tEcognised separately in
the statement of financial performance. Componentsf premiums that are
not revenues and components of claims that are natxpenses must be
recognised as changes in policy liabilities.

6.2 For products where the separation of premiums rad claims into

components is not practicable or the components caot be reliably measured,

premiums must be recognised as revenues and claimsust be recognised as
expenses.

COMMENTARY

6.2.1 A wide variety of products are offered by lifssurers — risk products,
investment products and numerous hybrids of thesgtoducts.

6.2.2 Traditionally, life insurers have treated gllemiums as revenues and
essentially all claims as expenses. However, presigray comprise amounts
that give rise to:
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(&) revenues that are earned by providing servinekiding the bearing of risks

(b) amounts that are akin to deposits and which ifguédr recognition as
liabilities.

6.2.3 Similarly, claims may comprise amounts theg gise to:

(@) expenses that are incurred in providing sesyitecluding the bearing of
risks

(b) amounts that are akin to withdrawals from degoaitd which qualify for
recognition as reductions in liabilities.

6.2.4 The performance of a life insurer is besteéd when only revenues and
expenses are recognised in the statement of fialgperformance. The inclusion
of other types of flows limits the ability of usd@msassess the performance of a life
insurer’s operations relative to other entitiesneestments.

6.2.5 The hybrid nature of many products and thaetiones complex manner in
which fees are levied on policyholders means th#eréntiating between the
revenue and the liability components of premiumsd @he expense and the
liability components of claims, may be a diffictdisk and the costs involved may
be significant. This is especially the case favdurcts that are non-investment-
linked. Notwithstanding the difficulties associateith reliably measuring the
components of premiums and claims for products wileeecomponents can be
reliably measured, the premiums and claims assatiatth those products are
separately recognised as revenues, expenses angdeshia policy liabilities for
financial reporting purposes.

7 REINSURANCE

Substance of Reinsurance Contracts

STANDARD

7.1 Reinsurance contracts must be accounted for aseinsurance in
accordance with paragraphs 7.3 and 7.4 when and gnWhen they provide for
the transfer of risk against loss or liability from the ceding insurer to the
reinsurer.

7.2 When a contract does not, despite its form, pwide for the transfer of
risk against loss or liability from the ceding insuer to the reinsurer, it must
not be accounted for as reinsurance. The premiumaid by the ceding insurer
must be recognised as:

(&) an asset by the ceding insurer
(b) aliability by the reinsurer.
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COMMENTARY

7.2.1 A contract is not accounted for as reinsuraregardless of its form, unless
it provides for the transfer of risk from the ceglimsurer to the reinsurer. This
means, for example, that the amounts paid andvwexteinder a contract which
provides for only an immaterial transfer of risk Mde recognised as an asset by
the ceding insurer and as a liability by the reiasu If a contract does not transfer
risks from the ceding insurer to the reinsurer,oatact does not give rise to
premiums that are revenues and claims that arenegpe

Reporting by Direct Insurers

STANDARD

7.3 A ceding insurer must recognise:

(&) premiums ceded to reinsurers as reinsurance egpses

(b) claim recoveries and commissions from reinsureras revenues

(c) claims recoveries and other inflows not yet regved from a reinsurer as
an asset.

COMMENTARY

7.3.1 Life insurers may reinsure some of their bess. The direct life insurer
remains responsible for the total amount of sudakstims of policyholders and
through reinsurance arrangements may be entitleddover amounts relating to
some of those claims.

7.3.2 Reinsurance contracts are considered to pbarate transactions from the
original life insurance policies and therefore gige to separately recognisable
amounts. The direct insurer recognises the gnmssiat of premiums received in
accordance with paragraphs 6.1 and 6.2 and, whet®m®mof the policies are
reinsured, the ceded premiums are recognised ansep. Any recoveries from
reinsurers are recognised as revenues by the dii@dhsurer. Consistent with
this approach, the gross amount of policy lialgitis recognised as a liability and
claim recoveries not yet received from a reinsarerrecognised as a receivable by
the direct insurer.

Reporting by Reinsurers

STANDARD

7.4 Inwards reinsurance premiums and outwards reingrance claims must
be recognised by the accepting reinsurer as for pneiums and claims in
accordance with paragraphs 6.1 and 6.2. Policy ldlites assumed must
be recognised as a liability by the accepting reimser in accordance with
section 9.
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COMMENTARY

7.4.1 From the perspective of the reinsurer, rearste premiums accepted are
recognised in the same way as the direct life indoeats the acceptance of direct
premiums. Correspondingly, claims paid and payabledirect insurers are

recognised as expenses by the reinsurer. Consigsitnthese treatments, policy
liabilities assumed are recognised as a liabiltyte accepting reinsurer.

8 INVESTMENT REVENUES

STANDARD

8.1 Returns on all investments controlled by a lifinsurer must be recognised
as revenues.

COMMENTARY

8.1.1 Interest, dividends, realised and unrealcsgiital gains and other returns on
all the investments under the life insurer's coné@ revenues of the life insurer.
This is the case whether the source of the invedtmetaorns are investments
relating to premium revenues from policyholdersiestments relating to inflows
of deposits from policyholders or investments iaf@atto funds received from
shareholders. This treatment is consistent with viesv that the life insurer
controls the investments relating to both policgeos and shareholders and is
responsible for investing them with the aim of maging returns within risk
constraints. In regard to the investments relatingolicyholders, the life insurer
has contracts with policyholders to pass on somallasf the investment returns
based on the terms of the contracts. The investmerns related to the
investments of both policyholders and shareholdeesinvestment returns of the
life insurer and, in turn, the life insurer will ud®se returns to meet its contractual
obligations to policyholders.

9 POLICY LIABILITIES

Present Value and Best Estimates

STANDARD

9.1 Obligations arising from life insurance policie (policy liabilities) must

be recognised as liabilities and must be measured @ach reporting date as:

(@) the net present value of future receipts from rd payments to
policyholders, including participating benefits, alowing for the possibility
of discontinuance before the end of policy contragteriods, plus planned
margins of revenues over expenses relating to seres yet to be provided
to policyholders, on the basis of assumptions thatre best estimates; or

(b) where the result would not be materially differen from the application of
paragraph 9.1 (a), the accumulated benefits to palyholders after allowing
for the portion of acquisition costs expected to beecouped.
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COMMENTARY

9.1.1 The participating benefits component of poliabilities includes previously
vested benefits and future supportable bonusesadtlition to policy liabilities,
there may be other liabilities that relate to méptting policyholders. Policy
benefits attributable to participating policyholslethat are not yet vested with
specific policyholders are recognised as liab#itieThese are further discussed in
section 11.

9.1.2 Premiums are generally received in advanddefrovision of services to
policyholders, including the payment of claims. return for premiums, life
insurers provide services, including the acceptaricésks, sometimes over long
periods. Entering into a life insurance policycnsidered to be the event that
gives rise to future benefits and present obligetionder a policy.

9.1.3 Where there are a number of variables rgatnfuture uncertainties, a net
present value approach to measuring policy liabdits likely to provide the most
appropriate measurement basis. The obligationserutidese more complex
policies are generally measured as the presengé \dalthe expected inflows, such
as premiums and fees, and outflows, such as claiwhother expenses, based on
assumptions relating to whole populations of poladgiers, and taking into
account applicable taxation.

9.1.4 An accumulation approach involves accruing énétlements in policy-
holders’ records at the reporting date. For examipl the case of an investment-
linked policy, the life insurer could accrue theanulated returns on the amount
invested. If the fees expected to be charged dyifin insurer to the policyholder
in each future reporting period are expected toabqu exceed any expenses
incurred by the life insurer, the policy liabiligalculated under the accumulation
approach would not be materially different from tbhtained using the approach
in paragraph 9.1(a).

9.1.5 The ultimate cost of meeting claims under ynhfe insurance policies
depends on the frequency of occurrence of partidulare events such as death
and surrender and other factors such as the flgweds of investment returns,
which are taken into account in setting discounégat Assumptions need to be
made about these future events. In order to enthak policy liabilities are
measured reliably, such assumptions need to bé¢ &sémates”.

9.1.6 Best estimate assumptions used in determitiagoresent value of policy
liabilities are made on the basis of the assetdladla to the life insurer at the
reporting date and do not include any allowancduture contributions by owners
and other funds which may be provided in the futarsupport the business.

9.1.7 Measurement under paragraphs 9.1(a) and h@)lds be undertaken in
accordance with actuarial guidelines and standassised by the New Zealand
Society of Actuaries.
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Acquisition Costs

COMMENTARY

9.1.8 Life insurance policies written in one repugtiperiod often give rise to

benefits to the life insurer in subsequent repgrtiperiods, such as future
management fees and surrender penalties. Therdfee are future benefits
associated with the costs of acquiring life insueapolicies, and such costs are
often substantial.

9.1.9 Where relevant, in most industries, acquisitcosts are added to the
carrying amounts of the assetsquired and subsequently amortised. In the life
insurance industry, there is no reliable measuréhefprobable future economic
benefits that will arise from acquisition costs. isTlis largely because of the
uncertainty surrounding the continuance or surreradeparticular policies. In
practice, acquisition costs are usually recogniaedexpenses in the period in
which they are incurred. This is generally offsgtiteentifying a portion of the
planned margins included in policy liabilities aslating to the recovery of
acquisition costs. The most useful and reliabferimation available about the
acquisition costs that will give rise to future eoomc benefits is the amount of
future charges for acquisition costs identifiecoag of the process of determining
policy liabilities.

Recognition of Planned Margins as Revenues

STANDARD

9.2 Planned margins of revenues over expenses mi& recognised in the
statement of financial performance over the reportig periods during which
the services to which those margins relate are praed to policyholders and
the revenues relating to those services are recede

COMMENTARY

9.2.1 In setting premium rates, life insurers witiclude planned margins of
revenues over expenses. As noted in paragraph, Qfethiums are generally
received in advance of the provision of servicegdlicyholders.

9.2.2 In this Standard, planned margins are resegnin the statement of financial
performance when and only when the life insurer hadopmed the services
necessary to establish a valid claim to those marahd has received the revenues
relating to those services. To ensure that planmardins are recognised during
the reporting period in which the relevant serviaes provided, policy liabilities
include a component relating to those margins. s€hmargins are then “released”
based on one or more factors or “profit carriers”iowhcorrespond to the
performance of services and the earning of the imargn relation to investment-
linked business, the profit carrier might be maiafece expenses. In relation to
many risk products, the profit carrier might berpiems or claims.
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Differences Between Actual and Assumed Experience

STANDARD

9.3 Except in relation to investment earnings rateassumptions for
participating business, the effect of changes in fioy liabilities resulting from

a difference between actual and assumed experiendetermined during the
reporting period must be recognised in the statemerof financial performance
as revenues or expenses in the reporting period imhich the changes occur.

COMMENTARY

9.3.1 The assumed patterns and frequencies ofeusetd in determining policy

liabilities are compared with actual events in esgborting period to assess their
accuracy. The effects of differences between acamal assumed experience
represents decreases or increases in the expesteepts to policyholders and are
revenues or expenses of the reporting period in twthie differences occur. For

example, where the assumed costs of death claimer tndenewable term life

product line are greater than the actual costa f@porting period, a revenue equal
to the difference is recognised in the statemenrfir@incial performance for the

current reporting period.

9.3.2 The recognition of the net amount of charigegolicy liabilities resulting
from a difference between actual and assumed exmperi@entified during the
reporting period as a revenue or an expense isstemswith the use of assumptions
that are best estimates as at each reporting date.

Changes to Underlying Assumptions

STANDARD

9.4 Assumptions used for measuring policy liabilitie must be reviewed for
each reporting period. Where the review leads tohanges in assumptions,
with the exception of new business, the changes muse deemed to occur at
the reporting date.

COMMENTARY

9.4.1 Assumptions used for measuring new business meageemed to have
occurred at the beginning of the reporting periad, at the date of the
commencement of new business or at the end of goetiieg period.

9.4.2 In preparing interim financial statements tkporting date is the interim
reporting date. Accordingly, changes in assumptiamesdeemed to occur at the
interim reporting date.

STANDARD

9.5 The financial effects of changes to the assunmmis underlying the
measurement of policy liabilities made during the eporting period must be
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recognised in the statement of financial performane over the future reporting

periods during which services are provided to poligholders, except that:

(@) any estimated excess of the present value oftdte expenses over the
present value of future revenues for a group of relted products arising
during the reporting period must be recognised as ra expense of the
reporting period

(b) the reversal of an expense previously recognisen accordance with
sub-paragraph 9.5(a) must be recognised as a revenwf the reporting
period in which the reversal of the loss is recogsed

(c) the effects of a change to assumed discount eatcaused by changes in
investment market conditions must be recognised aa revenue or an
expense of the reporting period in which the changeccurs

(d) calculation errors and similar errors must be recognised as revenues or
expenses in the reporting period in which they araentified.

COMMENTARY

9.5.1 The assumptions underlying the measuremenpadity liabilities are

reviewed at each reporting date. Based on paseriexge and revised
expectations about the future, it may become appdhnat particular assumptions
are not consistent with likely future experience ameetd to be changed. Such
changes are effectively a reassessment of theylipaiterns and frequencies of
future events. The normal revision of assumptienst considered to be an error.

9.5.2 Apart from the circumstances identified in ggmaph 9.5, changes to
underlying assumptions are effectively recogniseer duture reporting periods by
adjusting the planned margins included in poliapilities. If the effect of a
changed assumption is a decrease in the presamd wélpresent obligations to
policyholders, the planned margin is increasedthdf effect is an increase in the
present value of obligations to policyholders, tenned margin is reduced. The
overall amount of policy liabilities is not affectdy these changes to underlying
assumptions, as long as the planned margin of vegmver expenses is not
eliminated.

Losses on Groups of Related Products

COMMENTARY

9.5.3 Situations may arise where the present vafuth® planned margin of

revenues over expenses for a group of related pteduill be adjusted as a result
of changing underlying assumptions to the extemt tte planned margin is

eliminated and becomes a planned loss. That éspthsent value of estimated
future expenses for a group of related producteeds the present value of
estimated future revenues. In such circumstaribesexcess of the present value
of expenses over revenues arising during the negoperiod is recognised in the
statement of financial performance in the reporpegod in which the assessment
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is made. The loss reflects a higher present diigalue to adverse claims, which
are now expected in future periods. Whilst thenatagiving rise to the loss are yet
to occur, this treatment is justified on the bakigt entering into life insurance
policies is an event that gives rise to a presdifigation to meet the expected
future claims.

9.5.4 A group of related products would be produbtt have substantially the
same contractual terms and were priced on the lmdisssibstantially the same
assumptions.

Changes to Discount Rates

COMMENTARY

9.5.5 As with other assumptions, the discount rated un determining policy

liabilities are reviewed at each reporting date. cbist rates are based on
currently expected rates of return on the assgigasting policy liabilities (refer to

paragraph 9.6). However, unlike other assumptidms,effects of a change to
assumed discount rates caused by changes in irergstimarket conditions are
recognised in the reporting period in which the deais made. For a life insurer
with a typical spread of investments, if market satd return fall investment

values generally rise and the resulting increasesinvestment values are
recognised as revenues in the reporting period iichwthey occur. Where the
discount rates are adjusted in line with such fallmarket rates, policy liabilities

will increase and an expense will be recognised, ngaan offsetting (but not

usually matching) effect on the increased investraatues.

9.5.6 In relation to participating business (whishdiscussed at section 11), the
effect of a change to the assumptions about discoates, explained in
paragraph 9.5.5, is a result of adjusting the lestimate of policy liabilities,
including future participating benefits. For exdeppf market rates of return rise
investment values generally fall and the resultiegreases in investment values are
recognised as an expense in the reporting periadhioh they occur. The fall in
investment values will clearly impact on the apildf the life insurer to support
future participating benefits. These are likelyotoreduced, with an offsetting effect
on the reduced investment values. The effect afdfmstment on the best estimate of
future participating benefits included as a compomé policy liabilities is the same
as an adjustment of policy liabilities in the cat@on-participating business.

Discount Rates

STANDARD

9.6 The discount rates used in determining policyidbilities must be based
on expected average market returns on investmentsigporting policy liabilities.
Where appropriate, the discount rates must be adjued for factors such as
tax.
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COMMENTARY

9.6.1 Among the key assumptions underlying the prtegalue measurement of
policy liabilities are the discount rates used iacdunting expected future cash
flows. The most relevant amount of policy liabégi is the amount which is
required as at the reporting date to meet a ligainer's policy obligations when
they fall due. If policy liabilities are to repess expected cash flows, the discount
rates used need to be based on the average retuimgestments that are currently
expected to arise and will contribute to dischargioticy liabilities. The discount
rates would relate to the total expected yieldsnvestments and would therefore
comprise what are sometimes described as incomeagitl gains.

10 OTHER LIABILITIES

STANDARD

10.1 Other liabilities must be measured at net prent values as at reporting
date. Any changes in the net present values must lrecognised in the
statement of financial performance as revenues orxpenses in the reporting
period in which the changes occur.

COMMENTARY

10.1.1 This Standard requires that policy liaksBtiare measured at net present
values and assets are measured at net market valids consistent to also
measure other liabilities, including subordinateabtl at net present values using
discount rates that reflect current market condgidor the liabilities concerned.
That is, for example, a changed market yield fore-term debt would result in a
changed amount being recognised as a liabilityhia $tatement of financial
position and in a revenue or an expense being nesed in the statement of
financial performance. It should be noted that whether liabilities are
immaterial, they could be measured on a cost baglsout contravening this
Standard.

11 PARTICIPATING BENEFITS

STANDARD

11.1 Except for transfers from unvested policyholde benefits liabilities,

participating benefits vested in policyholders in elation to the reporting

period must be recognised as expenses for the refiog period. Such benefits
which remain payable as at the reporting date mustbe recognised as a
component of policy liabilities.

11.2 Participating benefits that have been allocate in relation to the
reporting period to participating policyholders gererally, but that have not
yet vested in specific policyholders, must be recoged as expenses for
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the reporting period. Amounts that have been alloated to participating
policy-holders generally, but that have not vesteih specific policyholders as
at the reporting date, must be recognised as unvest policyholder benefits
liabilities.

COMMENTARY

11.2.1 Some life insurers sell participating bus@eParticipating policyholders
are generally eligible to receive the same typebenfefits as other policyholders
and, in addition, are entitled to participate ir throfits relating to participating
business. For example, a participating policyholdeay receive a low
contractually determined rate of return on savitggether with term life cover
and, in addition, receive benefits that dependheninivestment performance of the
pool of assets associated with participating pai@ad on the risk experience of
participating policyholders. These additional Hésere often called bonuses and
are at the discretion of the life insurer. In somporting periods the life insurer
may withhold a portion of the “profits” from the poaf participating business and
recognise these “profits” as unvested policyholdenefits liabilities. In other
reporting periods the life insurer may “top up” thested benefits to participating
policyholders. Such vesting of benefits is oftemel to provide a reasonably level
vesting of benefits over time, despite volatilityperiodic profits from participating
business.

11.2.2 It is sometimes argued that the discretipnaature of participating
benefits means that they should be treated as jpggtions of profit in the same
way as dividends to shareholders. Because podabylities relating to all types of
policyholders are recognised as liabilities, itajgpropriate for the participating
benefits vested in relation to the reporting periother than transfers from
unvested policyholder benefits liabilities, to becagnised as expenses of the
reporting period.

11.2.3 Mutual life insurers are effectively ownedtbgir policyholder members.
Nevertheless, the mutual life insurer also has abibgs to its policyholders.
These obligations are classified as policy lialkeit Benefits vested in a mutual
life insurer's policyholders, other than transfdrem unvested policyholder
benefits liabilities, are also to be recognise@@gsenses in the reporting period in
which they are vested.

11.2.4 For financial reporting purposes, partidigat benefits vested in

policy-holders in a reporting period but not yetidoare included in policy

liabilities and are measured at net present valugs.the case of investment
account participating business this may be appratéhp the same as the amount
actually allocated to policyholder accounts. |a tase of traditional participating
business, there may be a significant differencevéet the net present value and
the face value of the amount vested in policyha@deihe net present value is
relevant for financial reporting purposes becatise the best estimate of the net
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present value of the amount that the life insusqreets to pay out in the future
using information of experience up to the reportitage.

11.2.5 Where a life insurer “tops up” the vestedhdlig,s from previously

recognised unvested policyholder benefits lialetitia transfer between liabilities
is recognised. If a life insurer tops up the vesbenefits for participating

policyholders other than from unvested policyholdenefits liabilities, the amount
of the “top up” is recognised as an expense ofréparting period in which the
additional benefits are vested.

12 ASSETS

Measurement

STANDARD

12.1 Assets of a life insurer must be measured at tnmarket values as at
reporting date. Any changes in the net market vales must be recognised in
the statement of financial performance as revenue®r expenses in the
reporting period in which the changes occur. For ssets without active and
liquid markets, the methods used to determine theinet market values must
be disclosed.

COMMENTARY

12.1.1 The assets of a life insurer will typicalbnuprise:
(&) investments, including investments in subsidgr
(b) operating assets, such as fixtures and fittings

(c) accounts receivable

(d) cash.

12.1.2 In determining net market values of investimereference is made to
the market that provides the most reliable inforamgtwhich is likely to be the
market in which the investment is normally tradéwal.addition, whilst investments
are often managed in the context of portfoliosytlaee nonetheless measured
individually.

12.1.3 For many assets, such as equity securifievajor listed companies,

guoted market prices provide a reliable measurmeevfmarket value at reporting
date. However, in some cases, it may be difficulraiiably measure the net
market value of an asset. For example, in the oaseshareholding in a private
company there may not be an active and liquid mafidethe shares. In such
circumstances, the life insurer would make its lesimate of the net market value
of that asset, taking into account all availableimation. In the case of material
classes of assets, disclosure of the methods useétéermining the net market
values are relevant to users of the financial statgs in assessing the financial
performance and financial position of the life iresu

2-427



FRS-34

12.1.4 In accordance with paragraph 12.1, a panmtity eéhat is a life insurer
would classify its interests in subsidiaries, inéhgdany life insurer subsidiaries,
as investments and measure them at net market value

12.1.5 It is sometimes argued that a distinctioomuth be made between
investment and operating assets of life insurersrfeasurement purposes. Under
this view, investments would be measured at net raskeies whilst operating
assets would be measured in accordance with SSAPAZ8ounting for Fixed
Assetsand SSAP-3:Accounting for Depreciatian

12.1.6 Any distinction between investment and opegatssets is arbitrary
because all assets of a life insurer contributegéoerating returns to satisfy
policyholder and shareholder expectations. Theafiseet market values and the
recognition of all changes in values as revenueb expenses provide relevant
information to users about the resources availatde policyholders and
shareholders and the life insurer's performancedeploying those assets. Where
operating assets are immaterial, they could be umedson a cost basis without
contravening this Standard.

12.1.7 The valuation of land and buildings is to welertaken either by an

independent valuer, or where a life insurer hassirinploy a qualified valuer, by

an internal valuer, so long as the basis of vabnatias been subject to review by
an independent valuer. Both independent and iatevaluers are to hold a

recognised professional qualification and have egpee in the location and

category of asset being valued.

Recognition

STANDARD

12.2 A life insurer must not recognise the excess i own embeddedvalue
over its recognised net assets as an asset.

COMMENTARY

12.2.1 Although section 5 requires that a life ieswecognise a subsidiary at
market value in both the “parent” and group finahatatements, this Standard
prohibits a life insurer from recognising the exxe$its own embedded value over
its other recognised net assets in its financakstents.

13 IMPUTED INFLOWS AND OUTFLOWS

STANDARD

13.1 Subject to paragraph 18.3, a life insurer mustecognise imputed inflows
and outflows as revenues and expenses when, andyomlhen, such imputed
flows relate to transactions with external entities
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COMMENTARY

13.1.1 Life insurers often impute inflows and outffoto different classes of
policyholders in order to help ensure that theytegated equitably. For example,
a life insurer may own the buildings that it occpieThe funds of a particular
group of policyholders are used to acquire and aipesuch buildings whilst a

wider group of policyholders and shareholders mayebefrom the use of the

buildings. In the owner-occupied building examplee life insurer imputes an

inflow of rent income to the policyholders whose darare used to acquire and
operate the buildings and imputes an outflow of oast to the other policyholders
and to shareholders.

13.1.2 In cases where there are no transactionsextttrnal entities, such as
with owner-occupied buildings, the life insurer isatieg with itself. There is no
transaction or other past event that gives risa tevenue or an expense. Any
inflows and outflows imputed for internal managemgnirposes would be
eliminated in preparing external financial stateteeexcept in relation to the
disaggregated disclosures required by paragragh 18.

13.1.3 In some cases, life insurers impute inflomd autflows where external
entities are involved. For example, life insurerften lend funds to their
employees at concessional rates of interest withfuhds being provided by a
particular group of policyholders, whilst other mytiolders and any shareholders
benefit from the services provided by those empeyeBecause external parties
are involved, such imputed inflows and outflows aeognised as revenues and
expenses when they can be reliably measured.

14 INCOME TAX

Application of Tax Standard

STANDARD

14.1 Life insurers must account for income tax in ecordance with SSAP-12:
Accounting for Income Tax except that:
(a) tax assets and liabilities must be measured ptesent values; and

(b) disclosures about permanent differences or a oenciliation between
income tax expense and income tax calculated at tleairrent rate on the
operating result are not required; and

(c) the comprehensive basis for tax effect account must be used.

COMMENTARY

14.1.1 It is important for life insurers to maimtaequity between existing
policyholders and between policyholders over tim&his is reflected in the
financial statements through the use of curreniezahethods of measurement.
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14.1.2 Liabilities are generally measured at netsent values and assets are
measured at net market values, which reflect nesgmtevalues. It is consistent for
life insurers to also measure tagsets and liabilities at present values. Taxtasse
and liabilities will effectively be at present vatueihere they are determined on
the basis of tax effects on liabilities and assktds are measured at net present
values or net market values. However, the timinghefrelevant tax cash flows
may need to be examined to determine whether amstdgnts are needed. In
addition, the discount rates used to determineptheent values of tax assets and
liabilites may need to be different from the ratesed for other assets and
liabilities because the risks pertaining to taatedl cash flows are different from
the risks associated with other cash flows.

14.1.3 SSAP-12 requires a reconciliation betweennmcdax expense in the
statement of financial performance and income tagutated at the current rate
applied to the operating result. The income tayapke by a life insurer is

determined on a basis that is not derived fronojiterating results. Accordingly,

detailed disclosures about the nature and exteangfpermanent differences are
not useful to users of the financial statements.

14.1.4 SSAP-12 favours the use of the comprehensags of tax effect
accounting but permits the partial basis where redadteria are met. The use of
partial tax effect accounting is often viewed asubstitute for the use of the
comprehensive basis in conjunction with discountiag,both have the effect of
reducing the amounts of tax assets and liabilige®gnised. The application of
both the partial method and discounting would gise to distorted amounts of tax
assets and liabilities and this Standard requihes domprehensive basis to be
applied by life insurers in conjunction with discding.

Disclosure

STANDARD

14.2 The financial statements must include a briedescription of the income
tax regime applying to the life insurer and disclos the basis on which the
carrying amounts of tax assets and liabilities havbeen determined.

COMMENTARY

14.2.1 Life insurance activities are taxed in vasiavays, usually dependent on
the nature of the product involved. The forms aamtés of tax are often different
from those applying in other industries and infotiora about the tax regime under
which each life insurer operates is useful to uséfsancial reports.

Policyholder Credit Account

STANDARD

14.3 The notes to the financial statements must disse the movements in,
and balance of, the Policyholder Credit Account.
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15 FINANCIAL PERFORMANCE DISCLOSURES

STANDARD

15.1 The following revenues and related explanatieamust be disclosed:

(@) premium revenue

(b) the accounting policy adopted in recognising gmium revenue

(c) inwards reinsurance revenues

(d) investment revenue, showing separately revendiem:
(i) equity securities
(i) debt securities
(iii) properties
(iv) other

(e) revenue arising from the recognition of a defiency of the net market
values of interests in subsidiaries (or other entigs) over the net amount
of subsidiaries’ (or other entities’) assets and dbilities, in accordance
with paragraph 5.4

()  other revenue.

COMMENTARY

15.1.1 In accordance with the principles embodiedhis Standard, with the

exception of premium revenue recognised in accamlamith section 6.1, all

revenues are to be recognised and disclosed hibfeffects of any transfers to or
from policy liabilities. Disclosure of the effects transfers to and from policy
liabilities is required by section 15.5.

15.1.2 Investment revenues are shown in four categand the amount in each
category would potentially include amounts receivathounts receivable and
realised and unrealised gains and losses relatiriyet reporting period. That is,
for example, the category “investment revenues freguity securities” would
include dividends received and receivable relattthe reporting period, realised
gains and losses from trading during the reponiedgod and unrealised gains and
losses from holding equity securities during thgoréing period.

STANDARD
15.2 The following expenses and related explanatismust be disclosed:
(@) outwards reinsurance expense
(b) operating expenses, showing separately:
(i) claims expense
(i) policy acquisition expenses, separated into nterial components
including commission
(iii) policy maintenance expenses
(iv) investment management expenses
(v) other
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(c) the accounting policy adopted in recognising alms expense

(d) the basis for the apportionment of operating epenses between policy
acquisition, policy maintenance and investment margement expenses

(e) any expense arising from the recognition of adficiency of the net
market values of interests in subsidiaries (or otheentities) over the
net amount of subsidiaries’ (or other entities’) asets and liabilities, in
accordance with paragraph 5.4.

COMMENTARY

15.2.1 In accordance with the principles embodiedhis Standard, with the
exception of claims expense recognised in accomlamith paragraph 6.1, all
expenses are to be recognised and disclosed libtoedfects of any transfers to or
from policy liabilities. Disclosure of the effect§ transfers to and from policy
liabilities is required by section 15.5.

STANDARD

15.3 Where any premiums and any claims are separatdnto their revenue,
expense and change in liability components in acogeince with paragraph 6.1,
total premiums and total claims must be disclosed.

COMMENTARY

15.3.1 The mix of products written by a life insureill vary between life
insurers. In addition, different life insurers Mihd that the separation of premiums
and claims into their components is practicabledffierent products. Comparability
between life insurers is enhanced by the disclosdréotal premiums and total
claims.

STANDARD

15.4 Where a profit is recognised at the inceptioonf a group of policies, the
revenues and expenses associated with that grouprefated products must be
disclosed in the reporting period in which those plicies were written.

COMMENTARY

15.4.1 It is expected that profit will be recognissdthe inception of a policy
only on rare occasions. It is considered that phigit would be so infrequent that
it should be disclosed.

STANDARD

15.5 The following components of surplus after ingoe tax expense must be
shown:

(&) surplus related to movements in policy liabilies, separated between:
(i) planned margins of revenues over expenses
(i) the difference between actual and assumed expence
(iii) the effects of changes to underlying assumpgins
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(iv) loss recognition on groups of related productsor reversal of
previously recognised losses

(v) other movements, separated into material compants
(b) investment earnings on assets in excess of pylliabilities
(c) other items, separated into material components

Other Disclosures

COMMENTARY
15.5.1 ‘Not Used

15.5.2 This Standard prescribes disclosure reqeingsrspecific to life insurance
business. Other accounting standards prescribdoslise requirements for all
entities, including life insurers.

16 FINANCIAL POSITION DISCLOSURES

Assets

STANDARD
16.1 The following assets must be disclosed in thwoad order of their
liquidity:
(&) investments, showing separately:
(i) equity securities
(i) debt securities
(iii) properties
(iv) other, by major class where applicable
(b) operating assets
(c) reinsurance recoveries receivable
(d) any excess net market value asset recognised actcordance with
paragraph 5.3, together with the components disagggated by subsidiary,
and explanations of:
(i) the factors giving rise to that asset; and

(i) any changes in that asset from the previous porting period.

Liquidity Ranking
COMMENTARY

16.1.1 The presentation of assets and liabilitighé broad order of their liquidity
is considered to be relevant to emphasise the tapoe of liquidity and solvency for
life insurers. The current/non-current presentaiid assets and liabilities is not
considered to give rise to sufficiently useful imf@tion for users.
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Investments

COMMENTARY

16.1.2 Disclosure about the different types of itweits and investment
revenues provide users with information that asdistsn in understanding the
nature and extent of the risks and returns assatisith the investments held by a
life insurer. Accordingly, investments are shownciasses that reflect their
underlying nature. For example, units held in apprty trust are classified as a
property investment.

16.1.3 Some types of land and buildings may bestmvents that are also used in
the operation of the life insurance business. Ram®le is office buildings owned
and occupied by a life insurer. The predominamp@se in holding all types of land
and buildings in the context of a life insurancesibass is the generation of
investment returns. Accordingly, these assetslassified as investments.

Measurement Methods

COMMENTARY

16.1.4 Paragraph 12.1 requires assets to be mdasuret market values as at
reporting date, and that where assets are withouteaahd liquid markets, the
methods used to determine their net market valteetabe disclosed.

Other Disclosures

COMMENTARY

16.1.5 This Standard requires minimum disclosunekitis likely that, in many
cases, more extensive disclosures would be appteprigor example, in relation
to investment properties it may be useful to disel®eparately the extent of
holdings in the commercial/retail, industrial, iy@nd residential sectors.

Restrictions on Assets

STANDARD
16.2 Restrictions attaching to assets held for theehefit of policyholders must
be disclosed.

COMMENTARY
16.2.1 There are a number of restrictions on the aofsassets invested for

policyholders in life funds. It is important thtitese restrictions be disclosed so
that users of the financial report can assess itnpict.

Liabilities

STANDARD

16.3 Policy liabilities, unvested policyholder berfds liabilities and other
liabilities, classified by nature, must be disclogk in the broad order of
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their liquidity. The following components of policy liabilities must also be
disclosed:

(a) future policy benefits, including participating benefits
(b) balance of future expenses

(c) planned margins of revenues over expenses

(d) future charges for acquisition costs

(e) balance of future revenues

(f)  other items, separated into material components

Acquisition Costs

COMMENTARY

16.3.1 In the life insurance industry, unlike othretustries, acquisition costs are
not recognised as an asset because there is ableefneasure of the probable
future economic benefits that will arise from actaetjuisition costs. In practice,
acquisition costs are usually recognised as exgeimsé¢he reporting period in
which they are incurred. This is generally offsgtiteentifying a portion of the
planned margins included in policy liabilities aslating to the recovery of
acquisition costs. The most useful and reliabferimation available about the
acquisition costs that will give rise to future eoomc benefits is the amount of
future charges for acquisition costs identifiecbag of the process of determining
policy liabilities. Disclosure of this amount isquered under paragraph 16.3(d).

Assured Returns of Funds Invested

STANDARD

16.4 The amount of policy liabilities which relatego assured returns of funds
invested must be disclosed.

COMMENTARY

16.4.1 Many life insurers sell life insurance p@gthat provide some form of
assurance about the return of funds investeds useful for users of life insurers’
financial statements to have information about éReent of such guarantees or
assurances, since they involve the life insureribganvestment risks on behalf of
policyholders.

Equity
STANDARD
16.5 The following components of equity must be ditosed:

(a) retained profits wholly attributable to sharehdders

(b) retained profits where the allocation between articipating policyholders
and shareholders cannot be determined.

2-435



FRS-34

COMMENTARY

16.5.1 Information about the different componeriteetained profits is useful in
meeting the accountability obligations of the lifisurer for the whole business and
in showing the relative positions of the major stakders.

16.5.2 Alife insurer that has sold participatirfg linsurance business may have
“retained profits” generated from that businesshede ‘“retained profits” are
liabilities which are disclosed separately from pyliiabilities in accordance with
paragraph 16.3. In foreign life insurance operetjoretained profits may exist
which have yet to be allocated between policyholderd shareholders. Such
retained profits should be separately disclosed.

Solvency Information

STANDARD

16.6 The amount of equity retained as solvency rases and the basis of
establishing the amount must be disclosed. A groupnust disclose the
solvency position of each life insurer in the group

16.6.1 ‘Not Used

Managed Funds and Other Fiduciary Activities

STANDARD

16.7 The nature and amount of the life insurers aivities relating to
managed funds and trust activities, and whether amngements exist to ensure
that such activities are managed independently fronits other activities, must
be disclosed.

17 ACTUARIAL INFORMATION

STANDARD
17.1 The following must be disclosed in notes toeHinancial statements:

(@) if other than the reporting date, the effectivedate of the actuarial report
on policy liabilities and solvency reserves

(b) the name and qualifications of the actuary

(c) whether the amount of policy liabilities has ben determined in
accordance with the standards of the New Zealand Siety of Actuaries

(d) whether the actuary is satisfied as to the accacy of the data from which
the amount of policy liabilities has been determing.

Disclosure of Assumptions

STANDARD

17.2 A summary of the key assumptions used in deteming policy liabilities
must be disclosed in notes to the financial statemts, including:
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(&) discount rates, asset mix, and inflation rates
(b) profit carriers used for each major product group

(c) future maintenance and investment management penses, the rate of
inflation applicable to them and any automatic indeation of benefits
and premiums

(d) rates of taxation

(e) mortality and morbidity, by reference to the icentity of the tables
(f) rates of discontinuance

(g) the basis of calculating surrender values

(h) rates of growth of unit prices in respect of uit-linked benefits

(i) rates of future supportable participating benefts

() the crediting policy adopted in determining future supportable
participating benefits and how it compares with thelife insurer’s actual
practice.

18 DISAGGREGATED INFORMATION

STANDARD
18.1 “Not Used”

18.1.1 ‘Not Used

Investment-linked and Non-investment-linked Business
STANDARD

18.2 This Standard requires disclosure of disaggraged information as
between those amounts relating to investment-linkedusiness and those
relating to non-investment-linked business. The ftowing must be disclosed:

(&) investment assets

(b) other assets

(c) policy liabilities

(d) liabilities other than policy liabilities

(e) retained profits, showing the amount directly atibutable to shareholders
and other retained profits

()  premium revenue

(g) investment revenue

(h) claims expense

(i) other operating expenses

() investment revenues paid or allocated to polidyolders

(k) operating surplus (deficit) before tax

()  operating surplus (deficit) after tax.
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COMMENTARY

18.2.1 The risks and potential rewards for a lifeuner differ substantially as
between investment-linked business and non-invedttimked business.

Accordingly, disaggregated information about thesednsidered to be useful in
assessing the performance and financial positialié insurer.

Geographical Segments

COMMENTARY

18.2.2 Further disaggregated information may baired by SSAP-23Financial
Reporting for Segments.

Imputed Inflows and Outflows

STANDARD

18.3 Disaggregated information must include all impted inflows and outflows
as revenues and expenses where they can be reliabiigasured.

COMMENTARY

18.3.1 As discussed in paragraph 13.1.1, life insuoéten impute inflows and
outflows to different classes of policyholders ahdreholders to help ensure that
they are treated equitably. Whereas, in relatiorthe statement of financial
performance and statement of financial positiomagaaph 13.1 only permits the
recognition of imputed inflows and outflows relatittggtransactions with external
parties, paragraph 18.3 requires all imputed inflaws outflows to be included in
the disaggregated information to reflect the penfmmce of each segment of the
life insurer.

19 COMPARATIVE INFORMATION

STANDARD

19.1 Comparative figures for the prior period shallbe given for all items in

the financial statements in accordance with FRS-2Presentation of Financial

Reports, except for:

(@) the financial statements of a life insurer ortie parent entity of a group
containing a life insurer for the first reporting period to which this
Standard applies, if impracticable; or

(b) the first consolidated financial statements ofa life insurer after it
becomes a parent entity; or

(c) the first consolidated financial statements of non-life insurer after it
becomes a parent of a life insurer.
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20 TRANSITIONAL PROVISIONS

STANDARD

20.1 Any revenue or expense adjustment made by antiéy in complying
with the requirements of this Standard for the firg time, shall be recognised
in the statement of movements in equity as an adjtreent against equity at the
beginning of the period in which the adjustment isnade.

20.2 All premiums and claims may be disclosed astliey are all revenues and
expenses until the reporting period ending on or &r 31 December 2001.

COMMENTARY
20.2.1 The transitional provision affects the redbgn requirements of

paragraphs 6.1 and 6.2, and the disclosure reqeivemof paragraphs 15.1a),
15.2(b)(i) and 15.3.

STANDARD

20.3 Any asset revaluation reserve recognised in thaancial statements of
a life insurer prior to the application of this Standard must be reclassified
within equity. The amount reclassified shall not b taken to the statement of
financial performance nor recognised in the statem@ of movements in
equity.

21 DEFINITIONS

STANDARD
21.1 In this Standard:

acquisition costs means the fixed and variable costs of acquiring mebusiness,
including commissions and similar distribution coss, and costs of accepting,
issuing and initially recording policies

appraisal value means the embedded value of a life insurer togethwith the
present value of expected profits from future new bsiness

assets means future economic benefits or service potenti@ontrolled by the
entity as a result of past transactions or other pst events

control means the power to govern the financial and operatg policies of
another entity for the purpose of obtaining the beefits and/or assuming
the risks normally associated with ownership

embedded value means the net present value of the shareholdershtitlements
from existing assets and future cash flows from kf insurance policies in
force at the reporting date
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entity means any legal, administrative, or fiduciary arraagement, organisational
structure or other party

equity means the residual interest in the assets of thaetéy after deduction of
its liabilities

expenses means consumptions or losses of future economicrisdits or service
potential in the form of reductions in assets or inreases in liabilities of

the entity, other than those relating to distributions to owners, that
result in a decrease in equity during the reportingoeriod

financial statements means the statements prepared by an entity to commicate
information about its financial performance, finandal position and cash
flows

general purpose financial reports means financial reports which are intended
to provide information to meet the needs of externausers who are
unable to require the preparation of special repors to meet their specific
information needs

group means an entity reporting that comprises an investoand each of its
subsidiaries

investment means an asset held by the entity for the accretioof wealth by
way of revenues such as interest, royalties, dividds, rentals and capital
appreciation, but does not include operating assets

investment-linked business means business for which the life insurer issues a
contract where the benefit amount is directly link& to the market value
of the investments held in the particular investmetilinked fund

liabilities means future sacrifices of economic benefits orrséce potential that
the entity is presently obliged to make to other dities as a result of past
transactions or other past events

life fund means a Life Insurance Fund under the Life Insurane Act 1908
lifeinsurance business means all business conducted by a life insurer

life insurer means an entity operating under the_ife Insurance Act 1908 and
similar entities operating outside New Zealand

net market value means the amount which could be expected to be seed
from the disposal of an asset in an orderly markeafter deducting costs
expected to be incurred in realising the proceeds such a disposal

non-investment-linked business means life insurance business other than
investment-linked business

non-participating business means life insurance business that consists of the
provision of non-participating benefits under lifeinsurance policies
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participating business means life insurance business that consists of the
provision of participating benefits under life insurance policies

recognised means reported on, or incorporated in amounts repted on, the
face of the statement of financial performance or fothe statement of
financial position (whether or not further disclosue of the item is made
in notes)

reporting date means the end of the reporting period to which thdinancial
report relates

revenues means inflows or other enhancements, or savings ioutflows, of
future economic benefits or service potential in th form of increases in
assets or reductions in liabilities of the entitypther than those relating
to contributions by owners, that result in an increase in equity during
the reporting period

subsidiary means an entity (not being a joint venture enterednto by the
investor) that is controlled by the investor
Acquisition Costs

COMMENTARY

21.1.1 Acquisition costs relate to the costs inalrire acquiring specific life
insurance policies during the financial year. Thigy not include the general
growth and development costs incurred by a liferi@isu
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APPENDIX 1

Comparison of FRS-34 with International and Australian Accounting
Standards
Comparison with International Accounting Standards

As at the date of issuance of this Standard, threriational Accounting Standards
Committee has not issued a standard that correspeitld this Standard.

Comparison with Australian Accounting Standards

This Standard is the result of a joint project betw&lew Zealand and Australia.
Except for differences arising from the differeagulatory regimes, the Standards
arising from the project have identical requirensent
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APPENDIX 2

Development of the Standard

This section does not form part of the Standarde $tandard was developed as a
joint project by the Australian Accounting StandaBismrd and the New Zealand
Financial Reporting Standards Board (the BoardR)is section summarises the
development of the Standard and the Boards’ coratide of the key issues dealt
with in the Standard.

1. Theissue of the Standard follows consideratioth® responses received on
Proposed Accounting Standard ED-79/ED-i#e Insurance Businesghich
was prepared by the Boards and released in July. 1996

Principal Features of ED-79/ED-73 Retained in the @ndard

2. The Standard retains the basic structure angkobaf ED-79/ED-73. Assets
are required to be measured at net market valugdiailities are required
to be recognised at net present values. Premiunch€laims are required to
be separated into their revenue, expense and cliarigdility components
except where this is not practicable.

Noteworthy Differences from ED-79/ED-73:

3. ED-79/ED-73 excluded life insurers that had beeated for purposes other
than writing life insurance business from the déifimi of a life insurer. The
Standard applies to all life insurers.

4. ED-79/ED-73 proposed that policyholder retaimpedfits be recognised as
equity. The Standard requires that policyholdetdined profits” are classified
as liabilities where they must be paid to partitigapolicyholders, even if the
timing and identification of the recipient policyters is at the discretion of
the life insurer.

5. ED-79/ED-73 was silent with respect to the treatnué a deficiency of the
net market value of a life insurer's interest insabsidiary over the net
amount of that subsidiary’s assets and liabilitidhe Standard requires that
a net deficiency is recognised as revenue.

Future Developments

6. ED-79/ED-73 was silent with respect to the treatnoé the acquisition of a
block of life insurance policies. The Boards itén develop requirements
for the recognition and measurement of a blockifef ihsurance policies
acquired by a life insurer as a separate project.
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