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1.
Scopetc \l1 "1.  Scope
The purpose of this international actuarial practice guideline (IAPG) is to give advisory, non-binding guidance to actuaries or other practitioners that they may wish to take into account when providing professional services in accordance with international financial reporting standard (IFRS) 4 related to liability adequacy tests, testing for recoverability of deferred transactions costs, and testing for onerous service contracts. This IAPG applies where the reporting entity is an insurer, the cedant, the issuer, or the provider of services. It is a class 4 international actuarial standard of practice (IASP).
Liability adequacy testing applies to the net carrying amounts of insurance contracts and investment contracts with discretionary participation features (DPFs). 

The requirement for liability adequacy testing for insurance contracts is found in IFRS 4, ¶15(19. Liability adequacy testing applies without consideration of ceded reinsurance, as reinsurance is considered to be separate. 

IFRS 4, ¶35, also makes liability adequacy testing a requirement for investment contracts with DPFs. As discussed further below in 3.1, the basis for liability adequacy testing of these contracts depends on whether the company classifies the entire DPF as a liability or whether it classifies some portion of the feature as equity. 

Investment contracts that do not contain DPFs are not subject to the requirement of liability adequacy testing in IFRS 4. Rather, they fall in the scope of international accounting standard (IAS) 39.

When any servicing element of a contract is considered separately, deferred transaction costs must be recoverable (IAS 18, Appendix, ¶11(b)(iii)). Further, if the servicing is an onerous contract, IAS 37 requires the reporting entity to recognize a provision.

These guidelines are not a substitute for meeting the requirements of the relevant international financial reporting standards (IFRSs). Practitioners are therefore directed to the relevant IFRSs (see Appendix B) for authoritative requirements.

2.
Publication Datetc \l1 "2.  Publication Date
This IAPG was published on [date approved by the Council of the international actuarial association (IAA)].

3.
Backgroundtc \l1 "3.  Background
3.1
Introductiontc \l2 "3.1  Introduction
This section provides a summary of IFRS requirements with respect to liability adequacy testing, testing for recoverability of deferred transaction costs, and testing for onerous service contracts. These tests must be performed at each reporting date.

The most frequently applicable IFRSs pertaining to this IAPG are given in Appendix A. 

3.1.1
Insurance contracts and investment contracts with DPFs that are classified entirely as liabilitiestc \l3 "3.1.1  Insurance contracts and investment contracts with DPFs that are classified entirely as liabilities
The liability of testing for adequacy associated with an insurance contract is to be conducted at each reporting date.

The requirements for liability adequacy testing related to insurance contracts depend on whether a reporting entity’s existing accounting policy meets the minimum requirement set out in IFRS 4, ¶16, with regard to those tests. The requirements set out for insurance contracts also apply to investment contracts with DPFs if the reporting entity classifies the entire DPF as a liability.

The minimum requirements relate to:

1. The nature of the test, which is a comparison of the estimated future cash flows under the contracts to the net carrying amount of the contracts. The test considers current estimates of contractual cash flows and of related cash flows, such as claims handling costs, and must consider the cash flows resulting from options and guarantees. A deficiency is indicated to the extent that the amount of the future cash flows exceeds the net carrying amount; and

2. The accounting for the deficiency, which is recording the amount of any indicated deficiency in profit or loss of the current period.  Changes in the amount of the deficiency are recognized in the profit or loss of subsequent periods.

IFRS 4 does not specify whether or how the cash flows should be discounted or if the cash flows or discount rates should be adjusted for risk and uncertainty. It also does not address the situation when adequacy testing indicates that net carrying amounts are sufficient at the present reporting date, but consistent application of existing measurement practices is expected to result in net carrying amounts that are deficient at a future reporting date.

3.1.2
Insurance contracts and investment contracts with DPFs that are classified in whole or in part as equitytc \l3 "3.1.2  Insurance contracts and investment contracts with DPFs that are classified in whole or in part as equity
If the reporting entity classifies all or part of the DPF as equity, then the liability cannot be less than the measurement that IAS 39 would apply to the guaranteed element. The comparison of the liability to the IAS 39 measure is not necessary if the results are apparent. As an exception to IAS 39, when calculating the value of the guarantee element, the insurer does not need to separate, and measure at fair value, a contract holder’s option to surrender the contract. 

The test is a comparison of the total liability for the contract to the IAS 39 measure of the guaranteed element. If it is apparent that this test would indicate a sufficiency, then the actual determination of the amounts are not necessary, as they are not disclosed or presented.

If the test indicates that there is a deficiency, then the deficiency would be recognized in the same manner as a deficiency is recognized for insurance contracts.

3.2
Reference to IAS 37 in loss adequacy testingtc \l2 "3.2  Reference to IAS 37 in loss adequacy testing
If existing accounting policies for liability adequacy testing for insurance contracts and investment contracts with DPFs that are classified entirely as a liability do not meet the minimum requirements of IFRS 4, ¶16, then the reporting entity should measure the estimated cash flows as if the contracts were subject to the measurement guidance for provisions found in IAS 37. The application of IAS 37 applies to measurement only. The guidance in IAS 37 with respect to recognition and to disclosure does not apply, as IAS 32, IAS 39, and IFRS 4 cover these topics.

According to IAS 37, provisions are liabilities for obligations of uncertain timing or amount that should be recognized (unless they can not be reliably estimated, which is rare). By inference, for liability adequacy testing purposes, a deficiency is indicated when the measurement of the provision under guidance of IAS 37 exceeds the net carrying amount of the subject contracts. 




3.2.1
Best estimate/adjustment for risktc \l3 "3.2.1  Best estimate/adjustment for risk
According to IAS 37, a provision is the best estimate of the expenditure required to settle the obligation at the balance sheet date. The standard acknowledges that judgment is required when determining estimates. When the provision relates to a large population of items, the estimated value should be the expected value, or probability-weighted outcome. When the outcome for an individual item falls within a continuous range of amounts and each point in the range is equally likely, the midpoint of the range is used. A provision is measured before tax; that is, the tax consequences of the provision are considered separately in the accounting for income taxes (see IAS 12). 

IAS 37 defines risk as variability of outcome and specifies that when there is uncertainty regarding the outcome related to a provision, the provision should include a risk adjustment that increases the amount at which the liability is measured. The standard also cautions against excessive provisions or deliberate overstatement of liabilities. 



3.2.2
Discountingtc \l3 "3.2.2  Discounting
IAS 37 requires that the provision be the present value of estimated cash flows when the time value of money is material. It does not specify the discount rate; but it does state that the rate should be pre-tax, based on current market conditions. Although IAS 39, AG32(a), refers to the time value of money as “interest at the basic or risk-free rate,” this does not appear to be the only choice for discounting in an IAS 37 liability adequacy test. The discount rate should also reflect risks specific to the measurement of the liability other than those already considered by adjustments to the estimated cash flows. 



3.2.3
Future eventstc \l3 "3.2.3  Future events
Estimated cash flows should reflect future events that may affect the amount required to settle an obligation only if there is sufficient objective evidence that they will occur to allow them to be reasonably anticipated. 

An example given is whether to anticipate cost reductions relating to the benefits of increased experience or of economies of scale. It points out that an estimate should not anticipate lower costs from assumed advances in technology. Another example is possible new legislation if the legislation is virtually certain to be enacted. IAS 37 states that sufficient objective evidence may not exist until the new legislation is enacted.



3.2.4
Reimbursementtc \l3 "3.2.4  Reimbursement
A provision cannot be reduced for expected reimbursement from a different party, but an asset may be recorded for the amount that will be received if the entity has settled the obligation. The asset representing the expected reimbursement can be recognised only if it is virtually certain that the reimbursement will be received. The value of the asset cannot exceed the amount of the provision. The expense relating to a provision may be recognised net of a reimbursement.



3.2.5
Aggregationtc \l3 "3.2.5  Aggregation
IFRS 4 states that, when the existing liability testing meets its minimum requirements, then aggregation is at the level specified in the test used. When an IAS 37 measure of cash flows is used, as the liability adequacy testing does not meet the minimum requirements, aggregation should be at the level of contracts that is subject to broadly similar risks and managed as a portfolio.



3.2.6
Accounting for a deficiencytc \l3 "3.2.6  Accounting for a deficiency
Whether determined by the existing accounting policy or by application of the measurement guidance in IAS 37, a deficiency is recognized in profit or loss. When using an IAS 37 measure of cash flows, the deficiency can be recognised by an increase to the liability or by a decrease to related assets. 

3.2.7
Recoverability of deferred transaction costs and accounting for onerous contractstc \l3 "3.2.7  Recoverability of deferred transaction costs and accounting for onerous contracts
As amended by IFRS 4, IAS 18 permits entities to record an asset for the cost of securing service contracts if the costs can be identified separately, can be measured reliably, and if it is probable that they will be recovered. Recoverability is determined under guidance found in IAS 36.

Further, IAS 37 requires a provision for onerous contracts in the amount of the unavoidable costs. The unavoidable cost is the smaller of the costs to fulfil the contract or any compensation or penalties arising from the failure to fulfil the contract. The guidance also states that an asset impairment should be recognised before a separate provision is recognised.

Value in use is the present value of future net cash flows. The projection of net cash flows should be based on management’s best estimate using assumptions that are relevant and supportable. The discount rate should be a pre-tax rate reflecting current market assessments of the time value of money, and the risk relates to the variability of the cash flow. The discount rate should not be adjusted for risk to the extent that the risks have been considered in adjustment to projected cash flows.

The net selling price should be based on observed market transactions or on a model that considers market factors. Consideration of the net selling price is allowed only if it can be reliably estimated.

According to IAS 36, an asset is impaired if the carrying amount of the asset exceeds its recoverable amount. A review should be made at each reporting date and, if there is an indication that the asset may be impaired, the reporting entity should estimate the recoverable amount. IAS 36 provides certain indications that should be considered, including among other things, adverse cash flows compared to those expected when acquiring the assets. There is no presumption that the asset is recoverable when the contract is secured. Indications of an impairment can include increases in market interest rates that would adversely affect the asset’s value in use.

The recoverable amount is the larger of the asset’s net selling price or its value in use. If the net selling price cannot be reliably determined, then the recoverable amount of the asset is its value in use.

While IAS 36 refers to the recoverability of an individual asset or to the amount recoverable for a cash-generating unit to which the asset belongs, IAS 18 allows a reporting entity to consider a portfolio of contracts.

If the value in use of the asset is less than the recorded amount, the value of the asset should be reduced to the recoverable amount by a charge to income. The impairment can be increased or it can be reversed in future periods, although the asset cannot be greater than the amount that would have been carried had no impairment been recognised.

Providing for an onerous contract implies the general guidance in IAS 37 is given. This includes a discounted cash flow using the same approach as for determining value in use. The provision for an onerous contract is not greater than the penalty that would be incurred if the reporting entity were to fail to fulfil its obligations under a contract.

4.
Practice Guidelinetc \l1 "4.  Practice Guideline
4.1
Net carrying amounttc \l2 "4.1  Net carrying amount
Net carrying amount is a term of convenience used to refer to the amount tested for adequacy.  IFRS 4 refers to the liability less any related deferred acquisition costs (DAC) or related intangible assets, such as those arising from business combinations. By extension of this guidance, it may be appropriate to consider other related items, such as Zillmer assets or value of internally generated goodwill, if these are recognised under existing accounting policies.

Because claims liabilities or losses reserves are insurance liabilities, they fall within the scope of liability adequacy testing.

4.1.1
General guidancetc \l3 "4.1.1  General guidance
Notwithstanding the specific considerations indicated below, the practitioner should consider if the liability adequacy test meets the objective of assessing the adequacy of the recognised liabilities, when considered in light of future cash flows. The practitioner should apply the guidance in a manner that allows the practitioner to reach a conclusion about the adequacy of liabilities.

The projection of cash flows usually is based on “best estimate” criteria. The IAPG Current Estimates provides guidance in this area.

4.2
Minimum standard liability adequacy testtc \l2 "4.2  Minimum standard liability adequacy test
When applying the requirements of IFRS as they relate to liability adequacy testing to insurance contracts and to investment contracts with DPFs that are classified entirely as liabilities, the practitioner should consider, at the date of implementation of IFRS 4, whether existing loss recognition policies meet the minimum requirements of IFRS 4.

The minimum standard is a comparison of the estimated cash flows to the net carrying amount, including consideration in cash flows for options and guarantees. The minimum standard can be met under a range of practices with respect to estimated cash flows and discounting policies. The practitioner should consider the following when evaluating existing accounting policies: 

1. The appropriate inclusion of all material benefits of the contracts;

2. Expected future payments on claims or losses;

3. The term of the projection, which is potentially the remaining term of the contracts, including renewal periods if renewal at other-than-market rates is an option in the contract, or in a manner consistent with the consideration of future premium in the measurement of the liabilities. When included, future renewal premiums usually would be based on realistic assumptions about the probability of premium payment. The projection could extend to include the settlement of future claims that may arise out of the contracts; 

4. If significant to the contracts or to the claims, whether it would be preferable for cash flows to consider direct costs of contract administration and of claims handling or loss adjustment expense; taxes on revenues such as premium taxes; and distributor costs, such as commissions on recurring premiums or commission paid related to policyholder account balances;

5. The basis for assumptions, and whether they are appropriately adjusted for risk and uncertainty, although adjustment for risk and uncertainty is not required to meet the minimum requirements of the accounting guidance;

6.
The use of single or of multi-scenario projections. Possibilities include a single scenario, a weighted average of a robust set of discrete scenarios, or the weighted average of a set of stochastic simulations. Assumptions should be internally consistent to each scenario. This implies that cash flows would usually be realistic and reflect estimates of bonuses or dividends, estimated crediting rates or other indeterminate elements consistent with the assumption set. Cash flows that reflect the effects of options and expenses usually reflect the effects of inflation guarantees consistently with the underlying scenario; 
7.
Whether cash flows can include income from invested assets, giving appropriate regard to the disposition of the international accounting standards board (IASB) against this practice;

8.
The extent of assumed improvements in experience; 

9.
The level of aggregation, which would normally be applied consistently from one reporting date to the next. Specific consideration is usually given to the appropriateness of combining liabilities for claims that have been incurred with liabilities related to future claims; and

10.
If cash flows are discounted, the discount rate usually reflects current considerations. Possibilities include:

· Discount rates based on risk-free rates adjusted for the credit standing at the issues; and

· Discount rates based on portfolio yields. This approach is generally appropriate when the net carrying amount is measured using discount rates that relate to current investment yields. The “current” rate would be the expected yield on invested assets, consistent with the measurement basis of the investments. If the discount rate were based on expected portfolio yields, the practitioner should consider whether to determine yields after investment expenses and after appropriate adjustments for investment-related risks. Investment-related risks for consideration include default risk and may also reflect risks such as asset/liability mismatching related to cash flow timing differences or to currency exposure when liabilities are denominated in a currency that differs from the currency of the invested assets.

A test is made at each reporting date. This requirement can be met without precise quantification if it can be reasonably concluded that the net carrying amount is sufficient. Examples include:

1. Basing conclusions on testing performed in prior periods when it is apparent, from considerations of trends in experience, that the conclusions remain valid;

2. Basing conclusions on the fact that the net carrying amount is measured on a prudent basis and on evidence that supports that the margins for prudence have not been eroded to the extent that liability adequacy is a concern; and

3. Limited testing on selected cells or cohorts of contracts, which may be adequate to demonstrate that the net carrying amount is sufficient for an entire class. 

4.3
Changes in methodtc \l2 "4.3  Changes in method
Consistent with the general guidance in IFRS 4 related to changes in accounting policy, an entity may change its policy regarding liability adequacy testing to an approach that is more relevant or reliable (see the IAPG Changes in Accounting Policy). Examples of such changes include:

1. Making policies uniform across classes, segments, or the entity;

2. Modifying existing policies that do not meet the requirements of IFRS 4 to policies that meet the requirements, for example, by increasing the frequency of the testing to each reporting date, if this is not already the policy; and

3. Introducing a discounting policy where the existing accounting policy is not to discount estimated cash flows. In this event, introducing a discounting policy that reflects future investment margins usually has the rebuttable presumption that the policy is not more relevant.

The adoption of a loss recognition policy that measures estimated cash flows in accordance with IAS 37 cannot be presumed to be more relevant or reliable. If a reporting entity has an accounting policy that meets the minimum requirements of IFRS 4, and wishes to adopt the measurement approach in IAS 37, the reporting entity is required to demonstrate that the approach in IAS 37 is more relevant than the existing accounting policy. 

The adjustment to the balance sheet as a result of a change in the policy for loss recognition testing is usually treated as a change in accounting policy on first-time adoption.

4.4
Application of IAS 37tc \l2 "4.4  Application of IAS 37
When a reporting entity’s policy for liability adequacy testing does not meet the minimum requirements of IFRS 4, then the reporting entity is required to apply the approach to the measurement of the provision for estimated cash flows found in IAS 37.



4.4.1
Best estimate provisiontc \l3 "4.4.1  Best estimate provision
The provision is the best estimate of the expenditure required to settle the obligation. This is similar to the definition of fair value, but the accounting guidance does not specifically require a fair value measure. In particular, there is no requirement that the provision for a contract be no less than the amount payable on demand. 

The accounting guidance prescribes a discounted cash flow measure. The practices for projected cash flows are generally similar to the practices for the determination of the minimum standard liability adequacy test of IFRS 4, as outlined in 4.2.
Two significant features of the specific requirements of IAS 37 that may be different than the liability adequacy tests in many entities’ current accounting policy are:

1. Projected cash flows are adjusted for risk and uncertainty, although adjustments should not result in excessive liabilities or intentional overstatement of liabilities; and

2. Cash flows usually do not assume improvements in experience without objective evidence to provide a reasonable basis for anticipating improvements.



4.4.2
Discountingtc \l3 "4.4.2  Discounting
Except for liabilities that represent amounts currently payable, a provision is the present value of the estimated cash flows that result from a current obligation. IAS 37 does not specify a discount rate, but IFRS 4 states that the discount rate should not reflect future investment margins unless they are considered in the measurement of the net carrying amount. It indicates that the rates are expressed on a before-tax basis. 

Discounted rates can be risk-free rates adjusted for the credit standing of the reporting entity issuing the contracts. Note that the adjustment to cash flows for credit standing may be reflected to some degree in other assumptions, such as lapse rates. The adjustment to discount rates should not duplicate the effect on the valuation of the adjustment to assumptions. When projected cash flows are made for a multiple set of scenarios, the discount rates are scenario-specific.

As an alternative to risk-free rates adjusted for credit standing, the reporting entity can use discount rates determined consistently with the approach to setting discount rates in calculating the net carrying amount, although the discount rate in the provision is based on current market conditions.

4.5
Reimbursementtc \l2 "4.5  Reimbursement
Whether existing accounting policies are used or IAS 37 is applied, an accrual of a deficiency may have an effect on a related reinsurance asset. If the deficiency relates to contracts that are reinsured, consideration should be given to the effect on the measurement of the reinsurance asset.

Salvage and subrogation typically are not considered as reimbursements but rather as reductions in the cost of settlements.


4.6
IAS 39 minimumtc \l2 "4.6  IAS 39 minimum
Entities that decide to recognize the guaranteed element separately from the DPF where the liability reflects only the guaranteed element must have its liability that is no less than the IAS 39 measure of the contracts for the guaranteed element. As the total liability is typically unallocated, the amount that relates to an individual investment contract or to a cohort of contracts may not be known. If it is apparent that the liability for the guaranteed element considered by itself is greater than the IAS 39 measure, there is no need for further testing. 

If the liability for the guaranteed element is not greater than the IAS 39 measure, it may become necessary to notionally allocate a part of the liability for the discretionary element to the contracts being tested. The allocation between these two elements should be based on a rational, systematic approach and applied on a consistent basis. For example, the reporting entity could allocate the asset share to the contracts in excess of the liability for the guaranteed element. 

IFRS 4 does not specify an IAS 39 measure; i.e., it does not indicate whether the IAS 39 liability should be expressed on an amortised cost or fair value basis. Presumably, the reporting entity selects a measurement basis consistent with its practice for contracts subject to IAS 39.


4.7
Accounting for a deficiencytc \l2 "4.7  Accounting for a deficiency
A deficiency is usually recognized by increasing the liability by the amount of the deficiency or by a reduction in the related DAC, Zillmer, or intangible asset. The initial deficiency is recorded in profit or loss in the period in which it is recognized. A change in the amount of the deficiency is likewise recorded in profit or loss in the period of change. 

When performing a liability adequacy test under existing accounting policies, the recognition of a deficiency may create a new basis for measurement of the liability. For example, the new basis may be a gross premium reserve with assumptions set at the time of the most recently recognized loss recognition. Adequacy tests conducted at reporting dates after the initial recognition of a deficiency may indicate that a further addition to the liability would be appropriate, which would be recognized in the then current period. If, on the other-hand, the liability testing indicates a lower deficiency than the amount in the new measurement basis, no reduction is made. 

The reporting entity’s existing accounting policy may not create a new measurement basis when recognizing a deficiency. In this case, the total liability is the liability as measured under the original accounting basis plus any amount of deficiency. The deficiency would then be re-measured at each reporting date, but the reporting entity would not recognize a deficiency less than zero at any time.

When an IAS 37 measure is used, the provision is re-measured at each reporting date based on updated assumptions. The re-measurement may result in a change in the deficiency. However, the liability cannot be less than it would have been if a deficiency had not been recognized. In other words, the liability cannot be less than the measure under the original basis. 

If net carrying amounts are adequate at the present reporting date, but consistent application of existing measurement practices will result in net carrying amounts that are deficient at a future reporting date, the practitioner should consider modifying the methods or assumptions used so that the future deficiency does not occur. 

4.8
Service contracts:  recoverability of deferred costs and testing for onerous contractstc \l2 "4.8  Service contracts:  recoverability of deferred costs and testing for onerous contracts
Indications that it may be appropriate to test deferred transaction costs relating service contracts for recoverability include factors such as:

1. The costs for securing the contracts exceed pricing assumptions;

2. Fees assessed to contracts are at rates less than expected;

3. Fee income is less than expected for reasons such as contract terminations or market movements;

4. Costs of servicing have increased or are greater than pricing allowances; and

5. Interest rates have risen to an extent that the present value of cash flows may be less than the net carrying amount of the asset.

The recoverability of deferred transaction costs related to service contracts is based on the guidance in IAS 36 related to impairment of assets. When determining the value in use, cash flows are the fee income less the costs of servicing. Fee income includes fees to be levied in the future and the future amortisation of deferred front-end fees. For this purpose, the value of deferred front-end fees is the recorded amount, not the discounted value of projected amortisation to be included in income. Servicing costs typically include those that can be directly attributable or allocated on a reliable and consistent basis to the activities of the entity that relate to contract servicing. The guidance in IAS 36 appears to include indirect costs, but to exclude general overhead. 

The cash flows normally would be projected on a basis consistent with management forecasts and budgets. These would be considered in light of assumptions underlying projections supporting internal management planning documents or in published information such as embedded values. 

In addition, as mentioned in IAS 36, the projection should be based on a scenario that is internally consistent and that any improvements, such as cost reductions, should not be projected unless there is a plan for cost reduction to which management is committed that addresses costs which management can control. Differences between projections used in estimating value in use and for internal management purposes may be appropriate, for example, to the extent that forecasts do not represent management’s best estimate or to the extent that the projected cash flows are adjusted for risk and uncertainty. There is no prohibition on reflecting the effects on fee income of recurring premiums on existing contracts.

The discount rate is a pre-tax market-based rate, adjusted for risks that are not already reflected in adjustments to the cash flows. The discount rate is normally based on as much market evidence of pricing of service contracts as is available. Absent direct market evidence, the rate can be based on risk-free rates adjusted for the risks that cash flows will differ in amounts or timing from estimates. The discount rates are consistent with the scenario underlying the cash flow projections, for example, the extent of inflation incorporated into cash flow projections should be correspondingly considered in discount rates.

An impairment is recognised in the period in which it occurs. When an impairment is recognised, the amortisation of any remaining amount of the asset is typically adjusted to allocate it systematically to the remaining life of the portfolio of contracts. In subsequent periods, tests to determine if the impairment has increased or decreased would usually be conducted, based on a review of the indications. Any significant changes in the recoverable amount would be reflected in income of the period, whether arising from an increase or from a decrease in the amount recoverable.

Having considered the recoverability of the deferred cost, the reporting entity should determine if the service contract is onerous. If the deferred transaction cost is recoverable, or has been written down to a recoverable amount, it is reasonable to presume that the contract is not onerous. If the asset has been written off completely, it may be appropriate to accrue a provision. The provision can be based on the same model as that used to estimate value in use. The provision would be the absolute value of the present value of future cash flows if the present value of future cash flow is negative. 

However, the accounting guidance provides that the provision cannot exceed the penalties arising from failure to fulfil the contract. In subsequent periods, the provision is re-measured based on current assumptions, with the changes in the value of the provision in income or loss being less than zero. However, a negative estimate may make it appropriate to reverse, at least in part, an impairment that had been previously recognized.

4.9
Transitiontc \l2 "4.9  Transition
IFRS 4 allows companies to forego applying liability adequacy testing to liabilities as of dates before 1 January 2005 if the application is impractical, even if comparative information from before this date is presented. If an entity is using its existing accounting policy, it is doubtful that this exemption would be available. As required by IFRS 4, if the entity does not apply liability adequacy tests to comparative information from before 1 January 2005, it should disclose this fact.

4.10
Disclosuretc \l2 "4.10  Disclosure
The reporting entity should disclose its accounting policy regarding liability adequacy testing in its disclosure about its accounting policies. The reporting entity’s disclosure typically would indicate the frequency and the nature of testing, including a discussion of:

1. The accounting policy for liability adequacy testing;

2. The cash flows considered;

3. Valuation methods and assumptions;

4. The discounting policy; and

5. The aggregation practices.

If the policy for loss recognition is not uniform across the entity, the reporting entity’s disclosure normally would describe the different practices and indicate to which contracts they apply.

The reporting entity’s disclosures usually would include an identification of any amounts recognised as losses in the period arising from liability adequacy testing, and the change in any deficiencies caused by a change in the measurement basis of the liability.

The practitioner is not usually responsible for the reporting entity’s disclosure. Nevertheless, it is the reporting entity’s responsibility to make disclosures consistent with the requirements of the accounting guidance.

Appendix A – Relevant IFRSstc \l1 "Appendix A ( Relevant IFRSs
The most relevant International Financial Reporting Standards and International Accounting Standards for this International Actuarial Standard of Practice are listed below.

· IAS 1
Presentation of Financial Statements

· IAS 8 
Accounting Policies, Changes in Accounting Estimates and Errors

· IAS 18 
Revenue

· IAS 32 
Financial Instruments:  Disclosure and Presentation

· IAS 36 
Impairment of Assets

· IAS 37
Provisions, Contingent Liabilities and Contingent Assets

· IAS 38 
Intangible Assets

· IAS 39 
Financial Instruments:  Recognition and Measurement

· IFRS 1
First-Time Adoption of International Financial Reporting Standards

· IFRS 3 
Business Combinations

· IFRS 4
Insurance Contracts 

In addition, the IASB Framework is relevant.

Appendix B – List of terms defined in the Glossarytc \l1 "Appendix B ( List of terms defined in the Glossary
Accounting policy

Acquisition cost

Actuary

Amortised cost

Cedant

Contract

Discretionary participation feature

Fair value

Guaranteed element

Guarantees

International Accounting Standard (IAS)
International Accounting Standards Board (IASB)
International Actuarial Association (IAA)

International Actuarial Practice Guideline (IAPG)

International Actuarial Standard of Practice (IASP)

International Financial Reporting Standard (IFRS)
International Financial Reporting Standards (IFRSs)
Insurance contract

Insurer

Intangible asset

Investment contract

Issuer

Liability adequacy test

Market factor

Model

Net carrying amount

Onerous contract

Option

Policyholder

Practitioner

Professional services

Provision

Reporting entity

Service contract

Transaction costs

Value in use
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