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1.
General valuation requirements 
1. The valuation for solvency purposes of technical provisions should be an economic valuation which is undertaken on a market-consistent basis.  Ideally, the methodology for calculating technical provisions should be the same as, or substantially consistent with, the methodology used for calculating the equivalent item in general purpose financial reports.  
2. Unless stated otherwise in these requirements, and subject to requirement 3 (refer paragraph 3), the valuation of assets and liabilities for solvency purposes, other than technical provisions, would be expected to be the same as that used for general purpose financial reports. 
3. Except where the valuation of a particular asset or liability does not expose an insurer to material financial risk, the valuation, for solvency purposes, of assets and of liabilities should be undertaken on consistent bases. 
1.1
Market-consistent economic valuations of assets and liabilities
4. A market-consistent economic valuation of assets and liabilities will reflect the risk adjusted present values of the cash flows arising from the assets or incurred under the liability.  

5. In a market-consistent approach, the valuation of assets and liabilities should accord with principles, methodologies and parameters that the market would expect to be used.  Observable inputs from deep and liquid markets should be used to the extent possible.    

6. Where 
deep and liquid markets exist that provide sufficiently robust values, then the values at which assets and liabilities trade in those markets should represent the market-consistent economic value of the asset or liability.
2.
Valuation of technical provisions
7. Technical provisions 
should be valued in a prudent, reliable, objective and transparent manner to allow comparison across insurers worldwide.  

2.1
Components of the technical provisions
8. Technical provisions 
conceptually comprise two components – the current estimate of the costs of meeting the insurance obligations (Current Estimate) and a margin for risk to reflect the inherent uncertainty of insurance obligations (Margin over Current Estimate or MOCE).  Although they may not be explicitly calculated, the valuation of the technical provisions needs to reflect both of these components. 
9. The current estimate represents the expected present value of all future cash flows that are expected to arise under the insurance contracts, probability weighted using unbiased, current assumptions and reflecting the time value of money.  
10. The risk margin reflects risks related to all liability cash flows and thus to the full time horizon of the insurance obligations.
Future cash flows

11. The technical provisions should reflect all relevant future cash flows that are expected to arise in fulfilling the insurance obligations. 
12. The relevant cash flows 
are all those cash flows which arise up to the earlier of the following two events: 

· the insurer has a unilateral right to cancel or freely re-underwrite the policy, or

· both the insurer and policyholder are jointly involved in making a bilateral decision regarding continuation of the policy.

13. In establishing the future cash flows to reflect in the determination of the technical provisions in a solvency regime, the supervisor should consider the following issues:

· the treatment of acquisition expenses
 (if not fully expensed)
· the treatment of any embedded options or guarantees 
associated with the insurance obligations, including the possibility of policy lapse and surrender

· the allowance for policyholder participation in discretionary elements (e.g including future policyholder distributions associated with participating contracts
).

Discount rate
14. The solvency regime should recognise, in the determination of  techncial provisions, that there is a time value of money. 
15. In considering the appropriate discount rate to be used in the valuation of technical provisions in a solvency regime,  the supervisor should consider the following issues:
· the nature, structure and term of the future obligations, and particularly the extent (if any) to which benefits are dependent on the underlying assets 

· the yields on appropriate, objective long term risk free instruments which are currently observable within the jurisdiction and from which an appropriate discount rate may be determined
· 
the way in which risk is allowed for in the valuation method used

· the inappropriateness, in the context of liabilities that cannot otherwise be traded,  of reflecting the credit standing 
of the particular insurer in the underlying discount rate.

Current Assumptions 

16. In the determination of technical provisions, any valuation or modelling assumptions 
should be based on current data and the most credible current assumptions of future experience.  Reconsideration of data and assumptions should occur every time the technical provisions are determined and assessed, with revisions made as appropriate to ensure data and assumptions remain current. 

17. The supervisor should consider the assumptions to be used in determining the technical provisions in a solvency regime.  The assumptions should usually reflect the characteristics of the portfolio
 rather than the characteristics of the particular insurer holding that portfolio.
Margin over current estimate (MOCE)
18. In establishing appropriate criteria or methods for determining the MOCE to be reflected in the technical provisions, the supervisor should consider the following issues:

· the appropriateness of recognising any profit on inception
, and any criteria to be satisfied before allowing such recognition

· that insurance obligations with similar risk profiles should, in the absence of any other considerations, result in similar values for the technical provisions

· assumptions about the level of diversification of the relevant risk factors and the extent to which they should reflect the level of diversification expected by the market rather than that of the particular insurer.

3.
Transparency and disclosure
  

19. The solvency regime should be supported by appropriate public disclosure and additional confidential reporting to the supervisor.  

20. In particular, each component of the technical provisions – the current estimate and the MOCE - should generally be explicitly determined.  Where explicitly determined, each component should be separately disclosed. 
�	Further detail on reporting and disclosure can be found in the following IAIS standards: 


Standard on disclosures concerning technical performance and risks for non-life insurers and reinsurers (Oct 2004)


Standard on disclosures concerning investment risks and performance for insurers and reinsurers (Oct 2005)


Standard on disclosures concerning technical risks and performance for life insurers (Oct 2006).








�Position paper p. 15


�Position paper p. 16





Supplement these sections with guidance,  


�Position paper p. 9


�Position paper p. 19, 21


�From ICSC recommendations on Contract Boundaries


�These words are being developed by the ICSC and will be resolved at the February meeting. 


�Position paper p. 30, detail to be captured in guidance.


�Position paper p. 27, detail, including p. 28 to be captured in guidance. 


�Position paper p. 29, detail to be captured in guidance.





�Position paper p. 22


�Position paper p. 14





�Position paper p.25, 26.
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�Position paper p. 12


�Position paper p.10
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