Review of
The Insurance Regulations, 2001

Regulations 94 and 100

Background

The Insurance Regulations, 2001 were implemented prior to the adoption of international
accounting standards in July 2002. The thrust towards fair value accounting of the International
Accounting Standards has brought significant changes to the way financial results are
recognized and presented. Some of these changes have brought the requirements of current
accounting standards in direct conflict with the regulations which provided comprehensive
instructions on how investments should be valued and recordeg in the financial statements of
insurance companies.

The aim of these amendments is to realign the re
international financial reporting standards. While
be established to prevent imprudent distribution

ith the requirements of the
riate measures must also
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REGULATION 94

Current Regulation:
Accounting for Life Insurance Portfolio Investments Valuation: Equities.

(1) Equity portfolio investments held by life insurance enterprises shall be carried in the
balance sheet at market value as follows:

@) the market values for quoted ordinary and preference shares should be taken
as the "last sale" price quoted by the Stock Exchangg on the valuation date or
on the trading date just prior to the valuation dat

(b) unquoted ordinary and preference share financial assets whose
net realizable value;

() units held in unit trusts shall b g pri tion date.

Fixed term, Fixed-Interest Securities

(2) Fixed Term, Fixed-Interest Vi two categories as follows:

(a) short terpand

(3)

a¥c agreements;

oans (one year and under);

inStruments (except treasury bills) shall be recorded at the lower of cost
and net realizable value.

(4) Treasury bills are government securities that are normally issued at a discount
whereby the cost to the company is the discounted price, which shall be recorded
as the value of the security on date of purchase and valuations subsequent to the
purchase date shall be recorded at the amortized value.
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(5) Long term securities, including government bonds such as local registered stocks,
corporate bonds, mortgages and preference shares with fixed redemption dates,
shall be carried in the balance sheet at the amortized value and any premium or
discount arising on purchase of these investments should be amortized to income
over the period to maturity.

(6) Purchases of securities in the market place shall be recognized either at the trade
date or the settlement date with recognition of any value changes between trade
and settlement dates if the settlement date accounting is used.

(7) Transaction costs shall be included in the initial rement of all financial

instruments.

(8) Investment properties shall be carried at llowances for selling
expenses.

(9) Market values shall be determined

(10) All real estate properties, held as inve hall be valued at least once per

year but valuations sh uently where market conditions
indicate that the carrying aterially different from values
on the market.

(b) interest shall not be accrued if there is default in payment over a period of
at least 90 days;

(c) where interest is in arrears for six months and over, a provision shall be
made in the accounts for 100% of the principal amount in arrears.

Purchases cum div, cum interest
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(15) Whenever purchases are made cum income, the dividend or interest receivable
shall not be classified with the purchased investment but as income receivable.

Changes in Value

(16) On a change in market value, the carrying value of the affected investment asset
shall be adjusted in the month of the change and the recording of the change in
value shall not be spread over a number of months

(17) Realised gains and losses arising on the sale of iggestments shall be taken

directly to the Statement of Operations.

ents at market values
o the Statement of

(18) Unrealised gains and losses arising from s
shall be taken to investment reserves
Operations.

DisclosO

(b) the movement in investment reserves balances for each category of
investments;

(c) the values at which each category of investment is carried and the basis of
valuation and in cases where appraisals are used to establish carrying
values, the frequency of the appraisals;
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(d) in the case of non-performing loans, includ ing mortgages, where provisions
have been made for losses, the original value of the loans and the
provisions;

(e) the provision against rental income for rental in arrears;

(f) a statement of net income from each investment portfolio type;

(g) the assets and liabilities of the segregated funds in a note where a life
insurance company manages investments in S

Issues:

The regulation as it is titled addresses onl ife companies
and excludes general insurers.

The provisions in the regulations are too s
room to maneuver and changgas

not provide the FSC with any
rds change. For example
er applicable in Jamaica.

standards of Jamaica. Investments include financial assets, nvestments in real estate and
investments in subsidiaries.

A financial asset includes:

= Cash;

= An equity instrument of another entity not considered to be a subsidiary or affiliate;
= A contractual right to receive cash or another financial instrument;

= A contract that may be settled in the entity’s own equity instruments.
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Investment properties shall be carried at fair value, which shall be determined by qualified,
independent valuators. All investment properties, held as investments, shall be valued at least
once per year but valuations shall be done more frequently where market conditions indicate
that the carrying values of the assets are materially different from values on the market.

Unrealized gains and losses on investments which are recognized in the Income Statement
shall be separately disclosed.

Unrealized gains on investments which are recognized in the finangal statements shall not be
available for distribution to shareholders.

Policy loans shall be carried at cost less a provision ss of loans over cash

surrender values.

(a) the policy adopted in accounting for reali nd unrealized gain;

ach category of investments;

V' of investment is carried and the basis of
Rls are used to establish carrying values, the
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REGULATION 100

Segregated funds accounting

(1) The financial records of the segregated funds shall be maintained separately from those of
the life insurance company's general fund and the financial statements of the policyholders'
segregated funds shall not be combined with the financial statements of the life insurance
company's general fund.

(2) The financial statements of the Pension Plan Segregated F
Segregated Funds shall be maintained separately and shall n

and the Policyholders'
ombined with each other.

(3) Investments of the segregated funds shall be carrj ' \n the balance sheet,
while realized and unrealized gains and losses on | counted for in the

(5) Deposits and withdrawals of fund ' gregated Funds shall be included
in the income statement.

Issues:

This would result in different ways to account for and measure the value of investments and
the treatment of unrealized gains.
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Proposed Regulation 100
Segregated funds accounting

The financial records of each segregated fund shall be maintained separately from those of the
life insurance company’s general fund as well as other segregated funds. The financial
statements of segregated funds should not be combined with those of the general fund.

The financial statements of the Pension Plan Segregated Funds and the Policyholders'
Segregated Funds shall be maintained separately and shall not be combined with each other.

Investment assets of segregated funds shall be measured and [ d in accordance with the

national accounting standards of Jamaica.

Policyholders’ deposits and encashments in the policy, und shall be
included in the income statement.

Deposits and withdrawals of funds in the Pensi
the income statement.

Financial Services Commission
April 2009




