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g risdictions in
 Standards Board on the Discussion
isurance Contracts). On behalf of

of Insurance Commissioners (NAI
comments on the Discussion Pap
Insurance Supervisors (IAIS), the N/
the views expressed.in-this letter may

general purpose financial statements. The Working Group
e contained in this Discussion Paper pertains to general purpose
and will comment to this end. However, as supervisors of the

insurers located in that market is important, and this comment letter should be part of the
discussion for development of a similar comment letter directly to the IASB.

Question 1

Should the recognition and derecognition requirements for insurance contracts be
consistent with those in IAS 39 for financial instruments? Why or why not?

The Working Group does not disagree with the theory supporting a consistent
requirement for insurance contracts and financial assets and financial liabilities included
in the preliminary views. However, the Working Group notes that recognition issues arise
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for insurance contracts for periods prior to the effective date. This issue is discussed in
more detail below.

It is the Working Group’s understanding that paragraph 27 of IAS 39 provides the
following:

An entity shall recognize a financial asset or a financial liability when, and only
when, the entity becomes a party to the contractual provisions of the instrument.

Based upon this requirement, the adoption of this principle for insurance contracts would result in
some changes for most insurance entities. More specifically, the abo iteria would modify an
insurer’s initial recognition of the insurance contract. Currently non life insurers typically
recognize an insurance liability on the effective date of the cov hile life insurers typically
recognize an insurance liability upon receipt of the initial pr companying insurance
contract. In both cases, the insurer becomes a party to a i n be bound prior to

As stated above, while there are aspects of insurance unique when compared to other
industries, the Working Group believes. that the recogniti the insurance contract liability
: ide a very relevant criteria and

we cannot identify a specific reason why this ¢ ia should not ied to insurance contracts.
However, we believe that if this recog ia is established, it could create an
inconsistency in the recognition of profit s de ing.upon how these contracts are
classified. More specifical § i priate to classify the contract as a

forward commitment, fo e a loss would be recorded (if applicable) but a
gain would not (be re at it may be more appropriate to classify the
contract as a derivative, loss would be recorded, but a gain would
only be recorded if the cr inally, others may believe that it would be
more appropri ance, and if recorded using an exist value, result
in either a loss or a'¢g inception. The Working Group believes the intent of board should be

clarified on this matter.

As it relates to n criteéria, we agree with previous discussions that have occurred
i \IS. That is, the Working Group agrees that a reporting entity can
ife contract has been fully settled, but such determination is much
more difficult und er types of insurance. In fact, the contract is not derecognized under
non life contracts u e remaining expected cash outflows on that non life contract are
estimated to be zero. ough the Working Group does not disagree with the criteria, we believe
further clarification on this issue may be necessary as it relates to insurance contracts. The
justification for such additional guidance can be illustrated by the amount of guidance considered
necessary for insurance contracts already included within the discussion paper. The measurement
of insurance liabilities is a complex topic, therefore additional guidance as it relates to
derecognition of these insurance liabilities is appropriate.
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Question 2

Should an insurer measure all its insurance liabilities using the following three building

blocks:

a. explicit, unbiased, market-consistent, probability-weighted and current estimates of the
contractual cash flows,

b. current market discount rates that adjust the estimated future cash flows for the time
value of money, and

c. an explicit and unbiased estimate of the margin that market participants require for
bearing risk (a risk margin) and for providing other services, if any (a service margin)?

If not, what approach do you propose, and why?

It is the Working Group’s understanding that the IASB Boar loped the three building
blocks to allow a means for measuring the economic attri urance liability. The
discussion paper acknowledges that the use of a meas the three building
blocks is not meant to imply that insurance liabilities erred to another
party. The Working Group believes this point is clear, we
agree with the approach for general purpose financi that the use
of the three building blocks should result in a value tha unt the insurer
would expect to pay at the reporting date to transfer the ining contractual rights to another

However, the Working Group is conce
individual building blocks and the impre
Working Group believes the use of an exit va

er places on each of the
should be unbundled. The

margin, or any of th i i blocks should be overemphasized in the
g this very important point is not emphasized,

iding a more solid base to build the estimate. Resulting from this
o Group believes entity specific cash flows should be used as the
starting point for building blocks 1 and 2. To the extent those cash flows would not be a fair
representation of the exit value, any modifications for that difference should be reflected in total,
or within the risk margin if necessary, since the risk margin would be the value that would adjust
for the uncertainty associated with the insurance liabilities.

Another issue arises from the requirement for market consistent data for differences in
efficiencies and cost structures of insurers. Requiring market consistent information throughout
the estimation process would not reflect the individual insurer’s estimated cash flows and
therefore, overstating the claims and claim adjustment expense liabilities for efficient insurers,
and understating the same liabilities for inefficient insurers.
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The Working Group believes that modifying the first building block to exclude market consistent
data facilitates the capture of differences in market versus company (entity) specific data, thus
eliminating the concern that highly efficient and highly inefficient companies would not reflect
this entity specific difference at all in their estimate of total liabilities. To the extent this change is
not made, we believe at a minimum, insurers should be explicitly required to reflect the market as
their floor for establishing the liability, since an exit value requires the total value to reflect this
fact. Such a requirement could also be provided through the addition of language that allows a
rebuttable presumption that the insurer’s cost structure is market consistent unless evidence exists
otherwise.

Question 3
Is the draft guidance on cash flows (appendix E) and risk m
level of detail? Should any of that guidance be modified,
not?

(appendix F) at the right
xtended? Why or why

indicates the list is not an all-inclusive list. In ad, that the [ASB rmines that
i ck (cash flows), additional
f including market data within the
estimates of cash flows. Although the d
data is utilized, the appendix discusses : de the presence of superior
claims management skills, or synergies irer’ s or liabilities, should be
excluded from the estimates of cash flows, t i

to a liability adequacy test. As a result, an insurer should

g the inception of an insurance contract.

b. There should be ebuttable presumption that the margin implied by the actual
premium (less t acquisition costs) is consistent with the margin that market
participants require. If you prefer this approach, what evidence should be needed to
rebut the presumption?

c¢. The premium (less relevant acquisition costs) may provide evidence of the margin that
market participants would require, but has no higher status than other possible
evidence. In most cases, insurance contracts are expected to provide a margin consistent
with the requirements of market participants. Therefore, if a significant profit or loss
appears to arise at inception, further investigation is needed. Nevertheless, if the insurer
concludes, after further investigation, that the estimated market price for risk and
service differs from the price implied by the premiums that it charges, the insurer
would recognize a profit or loss at inception.

d. Other (please specify).
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The Working Group believes that alternative C is the appropriate approach. We believe that
alternative C is consistent with the overall purpose of a risk margin, which is to provide a
measurement for the compensation that another entity would require for taking on the risk
associated with the insurance contract. Therefore, we agree with the belief that the premium
provides evidence of the implicit margin that market participants would require, but believe
premium received should have no higher status than other available market evidence. Although
premiums for commonly available, and relatively homogenous products in a competitive market
are generally consistent amongst the industry (players in the market), it is not uncommon for the
prices to differ by significant amounts during a soft market. As such, alternative A and B would
never be appropriate in this situation. Therefore the use of all r information must be
considered, not just premium.

As it relates to the recognition of profit or loss at incepti a current exit value

approach suggests that the valuation of the liability i any profit or loss
resulting from pricing greater than the cash flows asso i ould be reflected
in the period in which valuation of the liability is . e current exit
value and therefore are not opposed to the reco i t note that

we would not expect frequent significant profit on inc
Working Group notes that any large scale recognition o t would suggest the miscalibration
of the risk margin.

Question 5

This paper proposes that the measureme for i ce liabilities should be the
amount the insurer would expect to pay date to transfer its remaining
contractual rights and ! i i er entity. The paper labels that

measurement attrib

a. Is that measurement ] i nsurance liabilities. Why or why not? If
not, which mes: i ; vor, and why?

Yes, w accurately captures the amount an insurer would expect to
pay emaining contractual rights and obligations to another
entity, and ial statements, this is appropriate. Having said that, we agree

with comme ade among the supervisors of the IAIS. That is, the attribute is based
d such a transfer would be strongly influenced by the amount of
the settlement, and settlement should represent a minimum value.

b. Is ‘current exit value’ the best label for that measurement attribute? Why or why not?
Similar to the response provided for 5 a., we agree with comments previously made among the
supervisors of the IAIS. Those comments are focused on the fact that this question cannot be
answered until the outcome of the work on fair value measurements is completed.

Question 6

In this paper, beneficial policyholder behavior refers to a policyholder’s exercise of a
contractual option in a way that generates net economic benefits for the insurer. For
expected future cash flows resulting from beneficial policyholder behavior, should an
insurer:
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a. incorporate them in the current exit value of a separately recognized customer
relationship asset? Why or why not?

b. incorporate them, as a reduction, in the current exit value of insurance liabilities? Why
or why not?

c. not recognize them? Why or why not?

The Working Group believes that if a true exit value is used using probability weighting of all
cash flows, responses to questions 6 and 7 are not necessary. However, to address this specific
question, for this reason state, the Working Group believes that alternative (b) is most
appropriate. During discussions at the IAIS, it has been noted that this cash flow associated with
future premiums does not exist in isolation, but only exists in co with the rest of the
contract, therefore reporting as a reduction of the current exit.value of the liability is most
appropriate.

Question 7

A list follows of possible criteria to determine whic ould recognize
relating to beneficial policyholder behavior. Whi opt, and
why?

a. Cash flows resulting from payments that polic in a right to

ments that result from those
guaranteed insurability as a
ion of the policyholder’s risk

guaranteed insurability (less additional benefi
premiums). The Board favors thi
right that permits continued covers:
profile and at a price that is contract

b. All cash flows that arise from existing f whether the insurer can
enforce those cash flows. If you favor t ould you distinguish existing
contracts from new

c. All cash flows that ari ‘ of existing contracts that have commercial

e economics of the contract by significantly

0 stand ready, at a price that is contractually
e risk or financial risk, or (ii) to provide other services.

The Working Group s that alternative B, which includes all cash flows that arise from the
contracts, is the appropriate criteria. The Working Group believes that an approach that does not
consider all cash flows is inconsistent with the criteria utilized in the recognition of insurance
liabilities, and more importantly, does not consider all relevant information. The Working Group
also believes that the use of anything other than “all cash flows” appropriately weighted for
probability is inconsistent with the information the insurer used in pricing the product, which
would have included some estimate of the cash flows expected to be received and paid in the
future. We believe most insurers price their long-term products in a manner that represents a
long-term contract with a cancellation option available to the customer, which may be used
differently by that customer depending upon the circumstances. These expectations are used
throughout the cycle of the contract to determine the value of the business, expected future
profits, and for U.S. companies, the value of this asset at any given point in time. These
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expectations of all future cash flows should be the basis for the recognition of beneficial
policyholder behavior.

We understand that the information to present this item in the financial statements may be more
difficult to obtain for some insurers compared to others, but believe this fact should not be the
deciding factor in making this determination. We believe additional guidance should be
developed by the proponents of this view, which would increase the consistency in reporting for
all reporting entities that have tracked the information necessary to estimate these cash flows.

believes this criteria is
iteria is to avoid issues
ontracts, it may be a valid
e developed since long-

As it relates to the issue of guaranteed insurability, the Working Gro
confusing. However, the Working Group notes that if the purpose of
related to the guaranteed renewable health or property casualt
criteria. If this is the case, additional discussion and guidanc

within the existing paper.

Question 8

Should an insurer recognize acquisition cost
not?

The Working Group believes that acquisiti ognized when incurred. Having
said that, the Working Group believes th insurer) does assign positive
value to these costs that have already bee isiti ther insurer (particularly
long-tailed lines of business).

>ve the uncertainty associated with the future
the valuation of the customer relationship asset, although it
component of the risk margin. The valuation of this

e tim¢ value of money, and explicit margins, similar to the exit
he Working Group notes that the above inconsistency is the result
s of the exit value, which as discussed in our response to question
2, is not appropriate

Question 9
Do you have any comments on the treatment of insurance contracts acquired in a business
combination or portfolio transfer?

The Working Group’s understanding of this issue is that IFRS 3 Business Combinations requires
an entity to measure at fair value the assets acquired and liabilities assumed in a business
combination. However, because it has not yet been determined if the current exit value is the
same as fair value, additional disclosure is allowed of insurers to present both the recorded value
of the insurance liabilities and an intangible asset which represents the difference between 1) the
fair value of the net rights and obligations acquired and 2) the recorded liabilities. The Working
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Group’s comment is consistent with the comment on question 5 b., that this question cannot be
completely answered until the outcome of the work on fair value measurements is completed.
However, the Working Group believes that the above described disclosure is a reasonable method
of providing users of insurance company financial statements adequate information.

As it relates to insurance contracts acquired in a portfolio transfer, we agree that to the extent the
transaction is considered a business combination within the scope of IFRS 3, the additional
disclosure described above should be available. The Discussion Paper outlines the situation where
subsequent to recognition of this intangible asset, other differences exist, and questions how this

k

difference should be treated (paragraph 172). It is the Working Grou
Board believes this difference should be recorded as income or exp
not opposed to this approach, given IFRS 3 requires all other as
business combination to be measured at fair value.

understanding that the
. The Working Group is
and liabilities assumed in a

Question 10

Do you have any comments on the measurement of nce liabilities?
The Working Group believes consideration ne i rement of
assets and liabilities. Just as it should be helpful f i nce liabilities
presented using an exit value, it would also appear to pful for the market to have other
financial information presented in a mann ing mismatch. We believe that if
the current exit value is determined by tk 3 fair value, the corresponding
value of assets that support these liabilitie measured at fair value. If
this is adopted, a one time redesignation pro . A full fair value approach
would reduce accounting mismatch, and wo bility of inconsistent reporting

that can occur through t
should not be specific g consideration should be given to modifying

hes that may result from applying different

at in practice, most non-life insurers will develop risk margins on
3 at life insurers may develop risk margins at a much lower level of
segregation, perhaps a as the individual contract. This is due to the fact that many large life
insurers today model.their business using hundreds if not thousands of different scenarios. In
doing so, they develop a probability weighted distribution of their obligations under numerous
scenarios. We believe that what the market would be willing to pay for that reporting entity’s
obligations is largely determined by how the portfolio will respond in different scenarios. Thus,
most insurers today include in their determination of the obligation the scenarios that they believe
are most relevant.

This discussion paper requires an explicit risk margin, and although life insurers should be able to
determine this amount, it may be at a level of lower granularity than a portfolio of contracts but in
any case all probabilities would be taken into account. For that reason, we believe the unit of
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account of the risk margin should be determined by the reporting entity, but at no unit greater
than a portfolio of similar risks managed together.

b. reflect the benefits of diversification between (and negative correlation between)
portfolios? Why or why not?

The Working Group agrees with the IASB that risk margins should not reflect the benefits of
diversification between portfolios and negative correlation between portfolios. Our response to
question 11 a. is one of a practical matter for life insurers, but we understand the potential for
inconsistency in accounting that may result from such an approach. However, we believe that if
the liabilities are to be reported at an exit value, where the amount liabilities is reported
at an amount the insurer would expect to pay to transfer those ri and obligations to another
entity, diversification should not be a factor in determinin, value of the insurance
liabilities. Since the most important factor in determining th amount another entity
would pay, we believe an exit value, by definition,
diversification it has within its own portfolio of insura . Working Group
does not believe these items should be reflected in i
diversification benefits could be reflected in
requirements.

Question 12

a. Should a cedant measure reinsura : alue? Why or why not?
Yes, the Working Group believes that the mea [ f reinsurance assets should be consistent
with the measurement of insurance liabilities, an exit value is used to determine

el required by IFRS 4 and IAS 39.

iii. a contractual right to obtain reinsurance for contracts that it

ual right is not likely to be material if it relates to insurance
at will be priced at current exit value.

Yes, we believe measuring reinsurance assets at an exit value will result in each of the
consequences included above. However, the expected loss model for defaults and disputes would
not necessarily mirror the accounting for the obligation of the reinsurer. The Working Group
believes it is important to note that although the risk margin will increase the reinsurance asset,
this will be offset by the risk margin included in the underlying insurance contract.

Question 13
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If an insurance contract contains deposit or service components, should an insurer
unbundle them? Why or why not?

The Working Group agrees with the preliminary conclusions of the IAIS, which believes that 1) if
the components are not interdependent, the Phase II standard should apply to the insurance
component and the IAS 39 standard should apply to the deposit component; 2) if the components
are so interdependent that they cannot be split other than on an arbitrary basis, then the Phase 11
standard should apply to the whole contract. The Working Group also agrees with the IAIS that
measuring the entire contract in accordance with the Phase II standard, but the IAS 39 amount
split out would lead to inconsistencies.

Question 14

a. Is the current exit value of a liability the price for a tr
impairs its credit characteristics? Why or why not?
b. Should the measurement of an insurance liabilit

t neither improves nor

This is an issue that the NAIC has commented o elieve that
it is inappropriate to consider the credit characteristi en valuing its
insurance liabilities. While we understand that those that e reporting entities obligations as
assets would consider the effect of any ieve that modifies the amount at

which the reporting entity would legall Jui oing concern and one’s own
credit standing should not modify the liab ini bility weighted expected
settlement value.

To the extent this measure into i ion somewhere within the statement of
financial position, we e ed elsewhere, perhaps within the separately
reported risk margi eparate financial statement line item.

Question 15

es between the proposed treatment of insurance
under IAS 39 of financial liabilities. Should the Board

The Working C
or all financial liz
liabilities and the ex

e following comments regarding changing the treatment of some
oid inconsistencies between the proposed treatment of insurance
catment under IAS 39 of financial liabilities.

1) Initial measurement, and acquisition costs

a) The Working Group notes that current exit value may or may not be the same as fair
value as noted in the Discussion Paper. In addition, the Working Group notes the current
project on fair value measurements considers the exit value perspective, which is
consistent with the preliminary views.

b) The Working Group tentatively believes the basis for the conclusion to expense
acquisition costs in paragraphs 165 and 166 supports a change to IAS 39 for financial
liabilities and financial assets. Acquisition costs are elements of the transaction to acquire
the financial asset or financial liability and not attributable to the financial asset or
financial liability individually. In addition, see response to Question 8.

10
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2) Gain or loss at inception
a) See comment to 1.a.
3) Subsequent measurement
a) See comment to 1.a.
4) Surrender value floor and policyholder behavior
a) The NAIC does not believe that the comparison between a demand deposit and the
surrender value floor and policyholder behavior is appropriate. The Working Group
believes that the surrender value is one scenario that should be probability weighted with
all other potential scenarios in determining the expected cash flows. Therefore the
surrender value should not be required to represent a minimum liability.
5) Unit of account
a) See comment to 10a. This comment supports a differ vie
contracts than what exists within IAS 39.
6) Presentation of premiums
a) See comment to 18. The Working Group believe f proceeds received
from the customer should be reported as reve those where the
contract contains insignificant amounts of iti
7) Separation of investment management comp
a) The Working Group does not believe it is n n insurance financial assets
and financial liabilities related to manageme ices to be consistent with the
preliminary views on insurance
7(a) Investment management component
a) See comment to 7
7(b) Service fee revenue
a) We support the recognition of a custom asset, which does differ from IAS
39.

f unit account for insurance

Question 16

a. ‘ sh flows for each scenario incorporate an
legal o gation exists at the reporting date? Why or why not?

ased estimate of the policyholder dividends payable to

The IAIS believes that amounts relating to future policyholder distributions in respect of
both the guaranteed and discretionary elements of participating contracts should be
treated as liabilities based upon the expected future cash flows. To treat them as equity
would misrepresent the financial position of the company.

While the reporting entity may have discretion pertaining to participating elements of insurance
contracts, the Working Group notes this discretion is usually constrained such that the reporting
entity has a lesser argument that policyholder surplus (as defined in paragraph 242 of the
Discussion Paper) is not, by definition, a liability. These constraints facilitate the estimable
amount to be allocated and ultimately distributed. As such, allowing policyholder surplus to “fall”
to equity (defined as “the residual interest in the assets of the entity after deducting all its

11
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liabilities™) is inconsistent with the discussion of the reporting entity’s obligation relating to
participating contracts.

Lastly, the Working Group agrees future payments of discretionary benefits from participating
contracts have an observable value in a transfer and hence economic substance as part of the
liability measurement, which is consistent with the current exit value approach.

b. An exposure draft of June 2005 proposed amendments to IAS 37 (see paragraphs 247-
253 of this paper). Do those proposals give enough guidance for an insurer to determine
when a participating contract gives rise to a legal or constructive obligation to pay
policyholder dividends?

The Working Group is confused by the exposed guidance i in the Discussion Paper
relating to IAS 37 on legal and constructive obligations. The notes that paragraph
15 of the exposure draft describes situations where the reporti i e, if any, discretion

in avoidance of the constructive obligation. The W at the proposed
changes to IAS 37 are inconsistent with the use of ities, and other
concepts that the IASB appears to be striving fo Item (c)
states, “the other parties will either benefit from the e arm from its
non-performance.” This item (c) does not appear to ide relevant guidance defining a
constructive obligation. The Working ¢ uidance is necessary to support
why such obligations, and similar obligat in the financial statements.
Question 17

Should the Board do some or all of the follo accounting mismatches that
could arise for unit-link ?

a asury shares as an asset if they are held to

though some as conflicting with the definition of current exit value).

As discussed within the response to question 10, the Working Group believes that if the current
exit value is determined by the board to be the same as fair value, the corresponding value of
assets that support these liabilities should be fair value. This includes all insurance assets and
insurance liabilities, including those involving unit-linked accounts.

The Working Group notes that it believes the accounting mismatches that are contemplated
within this question are rare, and is not familiar with such events actually occurring within the
United States market. For this reason, it does not seem appropriate to consider these as items for
which specific accounting would be developed to address. However, to the extent something was
developed to address these rare situations, the Working Group believes it would be most

12
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appropriate to support option d, since this approach results in the valuation of a liability that is
most closely matched to the amount that is determined by the asset value.

Question 18

Should an insurer present premiums as revenue or as deposits? Why?

Most insurance products involve the payment of a premium to compensate the insurer for the risk
associated with the underlying insurance contract. The risk that is taken on by the insurer has
typically been recorded as some type of benefit or loss payment. By comparison, insurance
premium and loss payments are similar to sales and costs of goods sold for a manufacturing
company. Unlike a manufacturing company, the product (cover be provided to the
customer over a period of time, or even a significant period of ti ecause of this, it is difficult
other industries.

However, insurance is similar to other financial service ich i es products sold by
mutual funds, banks, credit card companies, consu rokerage firms,
mostly because all are delivered in a similar i
relationship. However, most forms of insuranc

that other financial service products represent “spread usiness where the financial
services company provides a service where costs are so at fixed per transaction, including
cost to borrow money, acquisition costs, iated with bringing the product
to market. Insurance generally involves so osts, but also can include the
cost of risks that can vary under different : product can be provided
means the risk can be quantified, priced and ( iabilities established to estimate the

obligations associated with the contract. So ha ause of this, insurance contracts

sk, and this fact is acknowledged in existing U.S.
ious statements and interpretations. The most common and
SSAP 52-Deposit Type Contracts. In this statement, U.S

of the basic requirements of FAS 97: Accounting and
rises for Certain Long-Duration Contracts, which the Working
iate for certain types of business. The reason the Working Group
e is that these types of contracts tend to be spread business, where
the insurer is trying ine its spread on its investment returns, its mortality experience, and
its other general expenses, and costs are somewhat fixed per transaction. It is the Working
Group’s understanding that such an approach (recording some contracts as deposits, and other as
revenue) may work, but that concern exists about how to define boundaries between different
classes of contracts.

Ways to address this concern include optionality (subject to constraints), or unbundling. The
NAIC is not opposed to unbundling in the circumstances discussed within our response to
question 13, but is concerned about the costs associated with it, and the potential inconsistencies
it might create. For this reason, we support an approach consistent with the current US GAAP
(FAS 97) approach as discussed previously. This approach would result in some life insurance

13
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products being reported as deposits (to the extent mortality or morbidity risk was not significant),
while all other products report the item as revenue (premium).

Question 19
Which items of income and expense should an insurer present separately on the face of its
income statement? Why?

The Working Group believes consideration should be given to align the presentation with the
requirements for “level 3” inputs from the fair value hierarchy included in FAS 157. With respect
to other suggestions, the Working Group notes that current practice in insurance reporting
provides separate items for premiums, benefit payments, policyho participation, acquisition
costs, with separate information reported on the use of reinsura; ithin each of those figures.
pe business where fees
reported.

The Working Group believes that as a general n-life business
provides very useful information to the users is_information
includes the translation of the figures into ce on on loss,

However, with the introduction of risk ma we would note that the items
that have traditionally been reported sep o actual cash flows and
changes in estimates of cash flows or actual a the risk margin and service
margin are excluded from these traditionally As such, we believe any change

of the contract, should . We also believe policyholder participation
should continue to.be rep ¢ as. acquisition costs. We note that separate

ger period of time. For this reason, the Working Group believes
format that focuses on the spread of the different risks may be
mple, it may be appropriate for life insurers to disclose the amount of
on their investments by disclosing investment income, then separately
disclosing the amount of interest credited or reported as an increase in their life liabilities, to
determine a spread between the two. Similar spread information could be presented on the total
increase in liabilities for the cost of insurance, with a comparison to the amount that has been
charged the insured, either through the premium, or otherwise. Finally other spread type of
information could be presented on the company’s costs in comparison to the amount of costs built
into the premium. The above information could be construed to be proprietary, but given it is at
an aggregate level, we disagree and believe its information that would allow for better assessment
of the performance of the company.

spread they have obt:

14
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Question 20
Should the income statement include all income and expense arising from changes in
insurance liabilities? Why or why not?

The response to question 19 lays forth what appears to be the most relevant information that
should be presented separately on the face of the financial statements. It may be appropriate to
require further disclosure on certain elements of each of those items within the notes to financial
statements. However, it would not appear that all income and expense arising from changes in
insurance liabilities would need to be presented separately. Any decisions regarding what
information is necessary in the notes to financial statements should be based upon input from all
sources, including preparers of the financial statements, and may be ropriately addressed
within the Performance Reporting Project.

We appreciate the opportunity to comment on the Discussion Paper, P inary Views on
Insurance Contracts. Should you have any questi please «contact me at
Dan Daveline or John Tittle (NAIC Staff) at (81 ctively.

Sincerely,

Commissioner Alfred Gross, Virginia
Chair, NAIC International Solvency and Acc

15



International Association of Insurance Supervisors
August 23, 2007
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Background and NAIC Process

Formed in 1871, the NAIC is a voluntary organization of the chief insurance regulatory officials
of the 50 states of the United States of America, the District of Columbia, American Samoa,
Guam, Puerto Rico, the Virgin Islands and the Northern Mariana Islands. The mission of the
NAIC is to assist state insurance regulators, individually and collectively, in serving the public
interest in a responsive, efficient and cost-effective manner, consistent with the objectives of its
members.

In fulfilling this mission, the NAIC has developed significant experience and expertise in the
development of meaningful accounting principles for use in the finan atements of insurance
enterprises. While these principles are not identical to the frame used by the IASB, which
govern general-purpose financial statements, the NAIC has d d expertise with general-
purpose financial statements prepared in accordance with Accepted Accounting
Principles (U.S. GAAP). The NAIC reviews all U.S. GA s to determine their

insurers using U.S. GAAP on a routine basis.

These comments have been prepared by the I

been shared with interested parties of the Working Grouy, whom were given an opportunity
to contribute to the Working Group’s deli s. However, the Working Group
does not wish to imply that these com
Working Group.
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