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Abstract

This paper outlines the life insurance-related agtting operations, in
consideration to the harmonization of the Romaniegislation with the
International Financial Reporting Standards.

The main accounting operations specific to the ilifsurance sector
include: accounting of revenues and expenses defirgm life insurance
operations (recording the premiums written, recaglithe payment of
insurance premiums, termination of insurance poliagcording the
compensation expenses), accounting of operatiolaterk to the setting up
and using the technical reserves for life insurangeneral principles,
accounting of premium reserves, accounting of lesgrve, accounting of
the reserve for benefits and discounts, accounthghathematical reserve,
accounting of other life insurance-related techhieserves).
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Introduction

In the new economy, the life insurance sector hagdergone a series of
considerable changes, especially after the inttboluof insurance products that
provide not only protection against the death rislt, also saving and investment
possibilities.

The insured risk in these types of insurancespsesented by the death of
the policy holder written in the insurance polidyrespective of the cause
triggering the event. Furthermore, additional ckusan be added to these policies:
death and permanent disability caused by accideospitalization caused by
accident or disease; temporary disability causeddsident or disease; surgery
following an accident or disease; burns and frestusevere medical conditions;
payment of insurance premiums by insurer in casep@inanent °i degree
disability.

The main types of life insurance available on theurance market are:
temporary life insurance; insurance for a rent wtadd a dowry plan, mixed life
insurance and Unit Linked life insurance.
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We shall continue with an overview of the main asdng operations
specific to the life insurance sector. Some syitthatcounts are used both for the
general insurances and life insurances, whereasahansurance categories are
divided in the ' degree synthetic accounts and no further desonipif these
accounts shall be made. For example, account 4fdnsactions in relation with
insurance premiums’. Since the accounts of the ililgurances must be kept
separately from those of the general insurancesaticount 401 ‘Transactions in
relation with insurance premiums’ shall be dividatb two accounts as follows:
4011 ‘Transactions in relation with insurance premiufos life insurances’and
4012‘Transactions in relation with insurance premiuorsgeneral insurances’

I. Accounting of REVENUES FROM AND EXPENSES with lifeinsurance
operations

A. Recording the premiums written

a. Recording the revenues from life insurances in towerent period
according to the insurance policy.

Two accounts shall be used for this operation: aetd011 ‘Transactions in
relation with insurance premiums for life insurasicend account 701 ‘Revenues
from gross premiums written related to direct iifsurances’.

Account 701 * Revenues from gross premiums writtemelated to direct
life insurances’

v'This account is used to keep record of the revefroes gross premiums
written concerning life insurances related to difesurances.

The following accounting formula shall apply:

4011 = 701 — amounts
‘Transactions in ‘Revenues from falling
relation with gross premiums due X*
insurance premiums written related
for life insurances’ to direct life insurances’

* According to the applicable legal provisions, #raounts X can be:

= for life insurances where the duration of the iasige contract is less or
equal to 1 year, the gross premium written shaltesent the value of the paid and
payable gross premiums related to the insurancieamn

= for life insurances where the duration of the iaswwe contract is longer
than 1 year, the gross premium written shall berddhed as follows:

a)in case of life insurance contracts with singlengiten, the gross premium
written shall represent the value of the singlesgrgremium related to the
insurance contract;

b)in case of life insurance contracts where the poliolder pays the
insurance premium by instalments, the gross premiuitten shall represent the
value of the paid and of the payable gross premidueswithin one calendar year
according to the insurance contract;

c) in case of investment-related life insurances, gtess premium written
shall represent the overdue gross premium.
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b. At the end of the reporting period, the credit ada of the account 701
‘Revenues from gross premiums written related tedtlilife insurances’ shall be
transferred to the account 121 ‘Profit or loss’.

The following accounting formula shall apply:

701 = 121 — balance of
‘Revenues from gross premiums  ‘Profit or loss’ account 701
written related to direct life
insurances’

B. Recording the payment of insurance premiums

The following accounts shall be used for this opema account 4041
‘Transactions in relation with life insurance broKe account 4011 ‘Transactions
in relation with life insurance premiums’, accol@d711 ‘Petty cash in lei related
to life insurances’ and account 54411 ‘Cash at bankei related to life
insurances’.

54711 = 4041 — paid amount
‘Petty cash in lei ‘Transactions in relation
related to life with life insurance
insurances’ brokers’
or
54411

‘Cash at bank in lei
related to life

insurances’
4041 = 4011 — the amount
‘Transactions in relation ‘Transactions in relation collected by
with life insurance with life insurance brokers and
brokers’ premiums’ distributed per
policy
Note:

As for the outstanding premiums, they shall beertéld in the debit balance
of the account 4011 ‘Transactions in relation wifd insurance premiums’ and
shall be release as they are paid.

C. Termination of insurance policies

The following accounts shall be used for this opema account 4021
‘Cancelled premiums and premiums to be paid batkte@ to life insurances’,
account 4011 ‘Transactions in relation with lifestimnance premiums’, account
54711 ‘Petty cash in lei related to life insurancascount 54411 ‘Cash at bank in
lei related to life insurances’ and account 708ari€lled gross premiums written
related to life insurances’.

The termination of the insurance policy shall léadhe cancellation of the
insurance premiums written relating to the termigpiperiod and this operation
shall be reflected in the accounting records dewi:
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— Recording the cancellation of the gross premiurtien

7081 = 4021 — value of
‘Cancelled gross premiums ‘Cancelled premiums and cancelled gross
written related to life premiums to be paid back premiums

insurances’ related to life insurances’ written
4021 = 4011 - value of
‘Cancelled ‘Transactions in relation with cancelled
premiums and life insurance premiums’ outstanding
premiums to be premiums

paid back related
to life insurances’

and:
4021 = 54711 — value of
‘Cancelled ‘Petty cash in lei related to life insurance
premiums and insurances” premiums
premiums to be or cancelled and
paid back related 54411 paid back
to life insurances’ ‘Cash at bank in lei related to life

insurances’
D. Recording the compensation expenses
a. Recording the amounts paid cash at the companyiseofepresenting
insurance compensations

6011 = 54711 — value of
Expenses with losses and payments ‘Petty cash inlei amounts
for direct life insurances’ related to life paid
insurances’

Account 601 ‘Expenses with losses and payments fadirect life
insurances’

= This account is used for recording the expens#is lsses, annuities,
buyback and other expenses with losses and payrheerdsect life insurances.

b. Recording the amounts paid by bank transfer andesgmnting insurance
compensation

6011 = 54411 —value of
‘Expenses with losses and ‘Cash at bank in lei amounts
payments for direct life related to life paid
insurances’ insurances’

c. At the end of the reporting period, the balance othe account 6011
‘Expenses with losses and payments for direct lifénsurances’ shall be
transferred to the result of the reporting period:

121 = 6011 — balance
‘Profit or ‘Expenses with losses and payments foof account
loss’ direct life insurances’ 601
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II. Accounting of operations concerning the set up and use of
TECHNICAL RESERVES for lifeinsurances

The technical reserves for life insurances represent estimates of future
payments to be made for risks occurring in therutu

According to the law, the insurer performingjfa insurance activity has the
obligation to set up and maintain the following heical reservesdrder no.
113131 of November 6, 2006 concerning the apptioatif the Norms concerning
the technical reserves for life insurances, asseisitted to cover them and the
distribution of the assets admitted to cover thesgrtechnical reserves, as
subsequently amended and completed

A) premium reserve;

B) loss reserve;

- reported loss reserve;

- not reported loss reserve.

C) reserve for benefits and discounts;

D) mathematical reserve;

E) other life insurance-related technical reserves.

The insurance companies performing a life insuraaatvity have to set up
technical reserves, including mathematical reseeean extent that enables them
to fulfil all their obligations, according to thesurance contracts.

The value of the technical reserved shall be detmwhaccording to the
following principles:

A. General principles

The value of the technical reserves for life inagea shall be carefully
calculated based upon a prospective actuarial steses, taking into account all
future obligations determined by the insurance s$efar each existing insurance
contract, including:

a)all guaranteed benefits, including the guarantesdbéck values;

b)bonuses to which the insured persons, the additinsared persons or the
beneficiaries are already entitled, either joirglyindividually, irrespective of the
bonus type —acquired, declared or distributed;

c)all options available to the insured persons, tgitenal insured persons
or the beneficiaries according to the terms of it

d)expenses, including fees, from which the valuehef future outstanding
premiums shall be deducted.

An additional technical reserve shall be calculaiédthe present or
predictable return on the assets of the insurdopeing a life insurance activity is
insufficient for the proper fulfilment of the oblgjons concerning the interest rate
to be paid to the insured persons.

The value of the technical reserve can also bermated based upon a
retrospective method, provided that it can be desmated that the technical
reserves thus resulted are not less than the essérat would have resulted based
upon a prudent prospective calculation or provideat a prospective method
cannot be applied for the type of contract in goest

15



A prudent assessment is not an assessment ‘acgdaditne best estimate’,
but it includes an adequate margin for the negatbsation of the factors with
relevant influence.

The assessment method used for the technical essehould not only be a
prudent one, but it should also consider the assm#smethod used for the assets
covering the technical reserves in question.

The technical reserves shall be calculated separéde each contract.
Nevertheless, adequate generalizations or apprtixingaare allowed, provided
that they produce approximately the same resulthasgndividual calculations.
The principal of separate calculation does not ihepthe setting up of additional
reserves for general risks that are not indiviceali

If the buyback value of an insurance contract iargateed, the value of the
mathematical reserves for that particular insurasw#ract shall be continuously
maintained at least at the level of the guaranteduk.

B. The applied interest rate shall be selectedaimprudent manner,
considering the following aspects:

v'if the life insurance contracts provide for a gudead interest rate, it can
vary depending on the contract currency, provided it does not exceed 60% of
the interest rate of the bonds issued by the Sthtese currency is the same with
the contract currency. Furthermore, the guaranitedest rate shall be maximum
3.5% for the newly closed insurance contracts,edsa lei, and maximum 2.5%
for the newly closed insurance contracts, issudgli. These provisions shall not
apply to the following types of insurance contracts

» life insurances and annuities related to investrhamds;

» single premium insurance contracts for a periodpofo 8 years;

» insurance contracts without share in benefits ammilidy contracts without
buyback value;

» setting up a maximum interest rate does not immdy the insurer shall be
forced to use such a high rate.

In the last two cases mentioned, the following espean be considered
when selecting a prudent interest rate: the cuyrémavhich the contract and the
assets held at the time are expressed and if tmpary’s assets are assessed at
their current value the anticipated return on fatassets.

The applied interest rate cannot exceed the foledasturn on assets, also
considering an adequate deduction.

C. The statistical elements included in the assessrand distribution of
expenses shall be selected in a prudent mannersidesimng the assumed
obligations, the type of insurance policy, the austrative costs and the fees
estimated to be paid.

D. For the contracts with a share in the investmesitlt, the method used for
calculating the technical reserves can take intocowaat either implicitly or
explicitly all types of future bonuses, considerimgth the future projections and
the current method of bonus allocation.

E. The assessment of the future expenses can de imalicitly, using for
example the future value of the net premiums of agament fees. Nevertheless,
the implicit or explicit general assessment habddigher or equal to a prudent
estimate of the future relevant expenses.
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F. The method applied for calculating the technieakerves shall not change
from one year to the next due to arbitrary changade in the method or basis of
calculation and shall allow for the adequate idaatiion of benefit allocation.

A. Accounting of premium reserves

The premium reserve shall be calculated separately for each insurance
contract and the sum of the results thus obtairedl sepresent the overall
premium reserve.

The premium reserve shall be calculated on a monthly basis by adding u
the shares of gross premiums written related to rémeaining periods of the
insurance contracts, so that the difference betwibenvolume of the gross
premiums written and this reserve reflects the gqmemiums allocated for the
share of risks expired at the calculation date.

The premium reserves for life insurances shall b#lected using the
following accounts: account 318 “Premium resenlatirgg to life insurances” and
account 618 “Expenses with the premium reserveimgl#o life insurances”.

Set-up of premium reserve

6181 = 3181 — collected
‘Expenses with the premium ‘Premium reserve amount
reserve relating to direct life relating to direct life

insurances’ insurances’
Decrease of premium reserve
3181 = 6181 — amount
‘Premium reserve ‘Expenses with the premium by which
relating to direct life reserve relating to direct life the reserve
insurances’ insurances’ has
decreased

B. Accounting of loss reserve

Theloss reserveshall be set up and updated on a monthly basidbagon
the insurer’s estimates of the reported losseshabthe reserve thus set up is
sufficient for covering the payment of all thesedes. It shall be set up for the
losses reported and pending settlement and it baathlculated for each insurance
contract for which the occurrence of the insurednévhas been notified, starting
from the predictable expenses to be made in theduor the settlement of these
losses. The value of the loss reserve to be sshalpbe obtained by adding up the
values of the loss reserve calculated for eachiiserance contract. The insurers
have the obligation to prepare and maintain ardistiecord of all reported losses,
enabling the Insurance Supervisory Commission tdrobat any given time the
extent and the method used for setting up the dessrve. Should the insurance
benefit be paid in the form of annuities, the losserve shall be calculated based
upon actuarial method©¢der no. 113131 of November 6, 2006 concerning the
application of the Norms concerning the technicaserves for life insurances,
assets admitted to cover them and the distributibthe assets admitted to cover
the gross technical reserjes
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The loss reserve shall be set up and recorded@nattounting records
separately for reported and not reported losses atfidtinctly for general
insurances and life insurances.

Unless the insurer’s internal regulations provideeowise, the not reported
loss reserve shall be set up and adjusted at dake end of the financial year
based upon the insurer’'s estimates, the statisieta or the actuarial calculations
for the losses incurred but still not reported.

In case of life insurances the value of the losemees shall be equal to the
amount payable to the beneficiaries, to which tkgeases for covering the losses
shall be added. The value of these reserves sidillde both the reported loss
reserve and the not reported loss reserve.

The following accounts shall be used for recording loss reserves in the
accounting records:

Account 626 ‘Expenses with the loss reserve refatdite insurances’

This account is used to record the set-up, thee@s® or decrease of the loss

reserve related to the life insurances concerniingcd life insurances and the
approvals for reinsurance.

Account 326 ‘Loss reserve concerning life insurahce
This account is used to record the situation ofréported and not reported
loss reserve related to the life insurances comugmirect life insurances and the

approvals for reinsurance, set up according tdeth@l provisions in force.
Set-up of reported loss reserve

62611 = 32611

— collected
‘Expenses with the reported ‘Reported loss reserves amount
loss reserve concerning concerning direct life
direct life insurances’ insurances’
Set-up of not reported loss reserve
62621 = 32621 — collected
‘Expenses with the not ‘Not reported loss reserves  amount
reported loss reserve concerning direct life
concerning direct life insurances’
insurances’
Decrease of the reported loss reserve
32611 = 62611 — amount by
‘Reported loss reserves ‘Expenses with the reported which the
concerning direct life loss reserve concerning reserve has
insurances’ direct life insurances’ decreased
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Decrease of the not reported loss reserve

32621 = 62621 — amount by
‘Not reported loss ‘Expenses with the not which the
reserves concerning reported loss reserve reserve has
direct life insurances’ concerning direct life decreased
insurances’

C. Accounting of the reserve for benefits and discousa

The reserve for benefits and discounts shall beutsted for the life
insurance contracts which provide for the righthef insured person to participate
in the benefits obtained from using the mathemhtieaerve according to the
contractual obligations. Furthermore, the reseovébénefits and discounts shall be
set up for the life insurance contracts which pievior premium discounts for
contract renewals and/or for premium reimbursemimtase the insured persons
have a share in the insurers’ profit.

The following accounts shall be used for recordimg reserve for benefits
and discounts in the accounting records:

Account 312 ‘Reserve for the share in benefits disdounts concerning life
insurances.’

This account is used to record the situation of rserve for the share in
benefits and discounts concerning direct life iasges and the approvals for
reinsurance, set up according to the legal prowssio force.

Account 612 ‘Expenses with the reserve for the eshar benefits and
discounts concerning life insurances’

This account is used to record the set-up, thee@s® or decrease or the
cancellation of the reserve for the share in bé&nefid discounts concerning direct
insurances and the approvals for reinsurance.

The account 612 ‘Expenses with the reserve forstiere in benefits and
discounts concerning life insurances’ is dividetbin

= 6121 ‘Expenses with the reserve for the share irefits and discounts
concerning direct insurances’;

= 6122 ‘Expenses with the reserve for the share ivefits and discounts
concerning the approvals for reinsurance’.

The recording in the accounting records shall bdenes follows:

6121 3121 — collected
‘Expenses with the reserve for ‘Reserve for the share  amount
the share in benefits and = in benefits and
discounts concerning direct discounts concerning
insurances’ direct life insurances’

D. Accounting of the mathematical reserve

The mathematical reserve represents the actuarial value of the insurer’s
financial obligations after deducting the actuanadlue of the financial obligations
of the insured person.

The mathematical reserve shall be set up accotditige legal provisions in
force.
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Any negative mathematical reserve shall be repatetirecorded as equal to
zero.

This reserve shall be calculated separately foh dée insurance contract.
The calculation shall be performed by an actuarigyoanother expert in this field
based upon the recognized actuarial methods.

The following accounts shall be used for the actiogrof the mathematical
reserve: account 611 ‘Expenses with the matheniagsarve’ and account 311
‘Mathematical reserves’.

Account 611 ‘Expenses with the mathematical reserve

This account is used to record the set-up, thee&se or decrease or the
cancellation of the mathematical reserve concermimgct insurances and the
approvals for reinsurance.

The account 611 ‘Expenses with the mathematicarvesis divided into the
following accounts:

= 6111 ‘Expenses with the mathematical reserve -coimagr direct
insurances’;

= 6112 ‘Expenses with the mathematical reserve caimograpprovals for
reinsurance’.

Account 311 ‘Mathematical reserves’

This account is used to record the situation of rieghematical reserve
concerning direct life insurances and the approvals reinsurance, set up
according to the legal provisions in force.

The account 311 ‘Mathematical reserves’ is dividatb the following
accounts:

= 3111 ‘Mathematical reserves concerning direct iasces’;

= 3112 ‘Mathematical reserves concerning approvalsdimsurance’.

Set-up of the mathematical reserve

6111 = 3111 — collected
‘Expenses with the ‘Mathematical amount

mathematical reserve reserves concerning
concerning direct life direct life insurances’

insurances’
Decrease of the mathematical reserve

3111 = 6111 — amount by
‘Mathematical ‘Expenses with the which the reserve

reserves concerning mathematical reserve has decreased
direct insurances’ concerning direct life
insurances’

E. Accounting of other technical reserves related tife insurances

Account 313 ‘Other technical reserves related f®ilnsurances’

This account is used to record the situation ofeottechnical reserves
concerning life insurances related to direct insoes and the approvals for
reinsurance, set up according to the legal prowssio force.
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The account 313 ‘Other technical reserves relatedif¢ insurances’ is
divided into the following accounts:

= 3131 ‘Other technical reserves related to direstiiances’;

= 3132 ‘Other technical reserves related to the asdor reinsurance’;

= 3133 ‘Reserves for premiums not allocated'.

Account 613 ‘Expenses with other technical resaelaged to life insurancés

This account is used to record the set-up, theease or decrease or the
cancellation of other technical reserves relatelifédnsurances concerning direct
insurances and the approvals for reinsurance.

The account 613 ‘Expenses with other technical rveserelated to life
insurances’ is divided into the following accounts:

= 6131 ‘Expenses with other technical reserves rmlate direct
insurances’;

= 6132 ‘Expenses with other technical reserves rélete¢he approvals for
reinsurance’;

= 6133 ‘Expenses with reserves for premiums not atteat.

Set-up of other technical reserves

6131 = 3131 — collected
'Expenses with other ‘Other technical reserves  amount
technical reserves related to related to direct insurances’
direct insurances’

Decrease of other technical reserves

3131 = 6131 — amount by
‘Other technical 'Expenses with other technical ~ which the
reserves related to reserves related to direct life reserve has

direct life insurances’ decreased
insurances’
Conclusions

In the new economy, the insurance companies carrgint life insurance
activities have to inform the public, at their regty on the principles and methods
applied for calculating the technical reserves|uding the reserves for benefits
and discounts.

The value of the technical reserves must enablentheer at any given time
to fulfil his obligations according to the insurancontracts.

The technical reserves shall be inventoried andsassl at the end of each
reporting period.

The methods applied for the assessment of techrasalves adopted by the
company prorata temporis statistical methods etc.) shall remain the samend
the entire financial year as well as from one yedhe next.

In the new economy, the technical reserves shakkdieup and distinctly
indicated for the general insurance activities &dthe life insurance activities
(Law no. 32 of 2000
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The decrease or the cancellation of the technesdrves shall be made by
crediting the corresponding expense accounts.

Should an insurance contract be cancelled or textenh the insurer shall also
perform the accounting operations of cancelling tdehnical reserves related to
the respective contract.
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