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the International Accousnting Standards Board's (the Board) Exposure Draft ED 2010/8
{the ED). We have considered the ED as well as the accompanying draft Basis for
Conclusions, and set out our main comments below. Our responses to the questions in the
ED’s Invitation to Comment and the AASB’s separafe questions are set out in the
Appendix.

Grant Thornton’s response reflects our position as auditors and business advisers both to
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submission has benefited with some inttial input from our clients, Grant Thornton
International which is working on  global submission to the IASB, and discussions with key
constituents.

The views expressed here are preliminary in nature, and a more detailed Grant Thornton
global submission is being considered for finalisation by the LASD’s due date of 30
Novemher 2010,
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Appendix 1: Response to the invitation to
comment questions

Invitation to comment questions

Question 1 - Relevant information for users (paragraphs BC13-BC50 of
ED/2010/8)
Do you think that the ptoposed measurement model will produce refevant
information that will help users of an insures’s financial statements to make
economic decisions? Why or why not? If not, what changes do you recommend and
why?

* Agree that the proposed comptehensive measurement model would produce relevant
information that will help users of an insurer’s financial statements to make economic
decisions for the reasons identified in paragraph 12 above. But some of the proposals,
particulatly the proposals in relation to the residual masgin, income statement
presentation and transitional requirements, aze likely to prove troublesome.

® The IASB made a decision that the risk adjustment should, if applicable, reflect the
effects of diversification that arise within a portfolio of insurance contracts. The Board
said that the effect of diversification between that portfolio and other portfolios of
insurance contracts could not be taken into account. Conceptually this might be sound
thinking — but at the end of the day IFRS is about reporting on an insurance entity: not
individual contracts or even portfolios of contracts so some might say there does appear
to be some disconnected thinking here.

* Note that a premium allocation approach for short-duration insurance contracts may not
always be relevant information for decision making by users in all circumstances, because
in certain instances:

a  the proposed comprehensive measurement {building block) approach would
provide mote relevant information for users; and

b the insurance contract is onerous,

Question 2 — Fulfilment cash flows (paragraphs 17(a), 22-25, B37-B66 and
BC51 of ED/2010/8)

a. Do you agree that the measurement of an insurance contract should include
the expected present value of the futute cash outflows less future cash
inflows that will arise as the insurer fulfils the insurance contract? Why or
why not? If not, what do you recommend and {vhy?
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b. Is the draft application guidance in Appendix B on estimates of future cash
flows at the right level of detail? Do you have any comments on the
guidance?

¢ Agree that the measurement of an insurance contract should include the expected present
value of future cash flows that will arise as the insurer fulfils the insurance contract for
the reasons described in paragraph 14 above.

» Agree that the draft application guidance in Appendix B on estimates of future cash
flows to be generally appropriate and sufficient. For many smaller insurance entities
compliance with these requirement will be demanding,

Question 3 — Discount rate {paragraphs 30-34 and BC88-BC104 of
ED/2010/8)
a. Do you agree that the discount rate used by the insurer for non-participating
contracts should reflect the characteristics of the insurance contract liability
and not those of the assets backing that liability? Why ot why not?

b. Do you agtee with the proposal to consider the effect of liquidity, and with
the guidance on liquidity (see paragraphs 30(a), 31 and 34)? Why or why not?

c. Some have expressed concerns that the proposed discount tate may
misreptresent the economic substance of some long-duration insurance
contracts. Are those concetns valid? Why ot why not? If they are valid, what
apptozch do you suggest and why? For example, should the Board
reconsider its conclusion that the present value of the fulfilment cash flows
should not reflect the risk of non-performance by the insurer?

® Agree that the discount rate used by an insurer for noaparticipating contracts should
reflect the characteristics of the insurance contract liability and not those of the assets
backing that liability for the reasons discussed in paragraph above

* Agree with the proposals for an insurer to i:uclﬁde, when appropriate, an illiquidity
premium in the discount rate for insurance contract liabilities and with the guidance on
liquidity for the reasons discussed above.

Question 4 - Risk adjustment versus composite margin (paragraphs BC105-
BC115 of ED/2010/8)

Do you support using a risk adjustment and a tesidual margin (as the IASB

proposes), ot do you ptefer a single composite margin (as the FASB favours)? Please

explain the reason(s) for your view.

s We suppott the [ASB’s proposals for an insurer to measure claims liabilities in relation to
insurance contracts using an explicit risk adjustment and residual margin as opposed to
the FASB’s composite margin approach because the IASB’s proposals:

a  would acguably provide more useful information to users of an insurer’s financial
statements about the insurer’s perceptions of the effects of uncertainty on the
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amount and timing of futare claims liability cash flows. Under the FASB’s
composite matgin approach, a risk adjustment would not be separately calculated
and therefore not disclosed in an insurer’s financial statements. Moreover, under
the FASB’s approach, the risk adjustment would not be subject to remeasurement,
which is inconsistent with the nature of insurance contracts and recent experiences
that suggest market perceptions of risk can change rapidly.

b are comsistent with the economics of insurance contracts in the sense that insurers
generally price insurance contracts to reflect the uaderlying insurance risks.
Moreover, whete an insurer has not included a risk adjustment in its claims
liahilities, this would be reported under the TASB’s proposals whereas it would not
be reported under the FASB’s 'composite margin approach.

¢ are consistent with its proposals in ED /2010 /1 Measurement of Liabifities in LAS 37 -
Proposed amendments ts LAY 37. However, it is relevant to note that, at its Septembes
2010 meeting, the TASB decided to reconsider the proposal to require a risk
adjustment to be included in the measurement of a liability under a revised version
of LAS 37 Provisions, Contingent Liabilities and Contingent Assets, and experience in New
Zealand and Australia confirms that a risk adjustment can be reliably determined
for an insurance contract.

Question 5 — Risk adjustment {paragraphs 35-37, B67-B103 and BC105-
BC123 of ED/2010/8)

a. Do you agree that the risk adjustment should depict the maximum amount
the insurer would rationally pay to be relieved of the risk that the ultimate
fulfilment cash flows exceed those expected? Why or why not? If not, what

_alternatives do you suggest and why?

b. Paragraph B73 limits the choice of techniques for estimating risk
adjustments to the confidence level, conditional tail expectation (CTE) and
cost of capital techniques. Do you agree that these thiee techniques should
be allowed, and no others? Why or why not? If not, what do you suggest and
why?

c. Do you agree that if either the CTE or the cost of capital method is used, the
insurer should disclose the confidence level to which the risk adjustment
cotresponds (see paragtaph 90(b)(i))? Why or why not?

d. Do you agree that an insuret should measure the risk adjustment at a
portfolio level of aggregation (i.e. a group of contracts that are subject to
similar risks and managed together as a pool)? Why or why not? If not, what
alternative do you recommend and why?

e. Is the application guidance in Appendix B on risk adjustments at the right
level of detail? Do you have any comments on the guidance?
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® Agree with the proposal that the risk adjustment should depict the amount the insurer
would rationally pay to be relieved of the risk that the ultimate fulfilment cash flows
exceed those expected because:
i it would provide useful information to users of an insurer’s financial statements
about the insurer’s perceptions of the effects of uncertainty on the amount and
timing of future claims liability cash flows, and

i itis consistent with the underlying principle of the proposed model.

e Note that the risk adjustment proposals in ED/2010/8 are consistent with the TASB’s
proposals in ED/2010/1 Measarement of Liabilities in LAS 37 - Proposed amendments fo LAS
37. :

* Agree the proposed techniques for estimating risk adjustments (confidence level, CTE
and cost of capital techniques) but disagree with the proposal to limit the techniques to
only those three identified because such an approach:

i isinconsistent with principle-based standard setting, and

i would potentially prevent insurers using new and better risk measurement

techniques in the future,

* Suggest that a rebuttable presumption that an insurer would be required to use one of the
three identified techniques unless another method provides a more relevant and/or
reliable measure of the risk adjustment.

¢ Agree that, if either the CTE or the cost of capital technique is used, the insurer shoutd
disclose the confidence level to which the risk adjusmment cosresponds because it would:

i assist users, particularly those in jurisdictions where the confidence level
technique (or similar techniques) is widely used, and

ii  enhance the comparabitity of financial statements between insurers and over
time.

¢ Disagree proposal that an insurer should measure the risk adjustment at a portfolio level
of aggregation because:
i itis inconsistent with the way many insurers manage their insurance portfolios

H it is inconsistent with the EID’s acknowledgement that diversification benefits
across portfolios are relevant to the accounting for reinsurance contracts, and

ii fangibility’ is arguably not a relevant justification for prohibiting the risk
adjustment from reflecting diversification benefits across an insuret’s portfolios,
particulatly for insurers that do not have statutory funds or can mitigate the
effects of having surpluses and deficits across their portfolios through the use

of borrowings.
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In addition, the ED proposes that insurers aggregate risk adjustments at a diffetent fevel to
incremental acquisition costs and residual margins. Accordingly, suggest that the IASB give
further consideration to the implications of requiring an insurer to measuse insurance
contracts using building blocks that have been determined at different levels of aggregation;
and

® Agree the draft application guidance in Appendix B on risk adjustments is appropriate
and sufficient.

Question 6 - Residual/composite margin (paragraphs 17(b), 19-21, 50-53

and BC124-BC133 of ED/2010/8)

a. Do you agree that an insurer should not recognise any gain at initial
tecognition of an insurance contract (such a gain arises when the expected
present value of the future cash outflows plus the risk adjustment is less than
the expected present value of the future cash inflows)? Why or why not?

b. Do you agree that the tesidual margin should not be less than zero, so that a
loss at initial recognition of an insurance contract would be recognised
immediately in profit ot loss (such a loss arises when the expected present
value of the future cash outflows plus the risk adjustment is mote than the
expected ptesent value of future cash inflows)? Why or why not?

c. Do you agree that an insurer should estimate the residual or composite
matgin at a level that aggregates insurance contracts into a portfolio of
insurance contracts and, within a portfolio, by similar date of inception of
the contract and by similar coverage petiod? Why or why not? If not, what do

you recommend and why?

d. Do you agree with the proposed method(s) of releasing the residual margin?
Why ot why not? If not, what do you suggest and why (see patagiaphs 50
and BC125- BC129)?

e. Do you agtree with the proposed method(s) of releasing the composite
matgin, if the Board were to adopt the approach thai includes such a margin
(see the Appendix to the Basis for Conclusions)? Why or why not?

f. Do you agree that interest should be accreted on the residual margin (see
paragraphs 51 and BC131-BC133)? Why or why not? Would you reach the
same conclusion for the composite margin? Why or why not?

* Agree with the proposal to prohibit an msurer from recognising any residual margin as a
gain at initial recognition of an insurance contract because residual margins generally
comprise profit that will be earned over the term of the contract and recognising such
profit at inception would be inconsistent with the treatment of similar contracts under
other IFRSs;
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* Agree with the proposal that an insurer recognise a negative residual margin at initial
recognition of an insurance contract as a loss immediately in profit or loss because such
an approach is consistent with the treatment of onerous contracts under other IFRSs and
with the prospective measurement approach proposéd in the ED;

¢ Disagree with the propasal that an insurer estimate the residual margin at a level that
aggregates insurance contracts into a portfolio of insurance contracts and, within a
pottfolio, by similar date of inception of the coatract and by similar coverage period
because of the reasons discussed in {d) below;

® Disagree with the proposed method of releasing residual margins because:

iv it is inconsistent with the proposed treatment of such margins at inception;

v profit recognition would potentially be influenced more by the assumptions
used to measure insurance contract liahilities than actual experience;

vi it would give rise to anomalous outcomes in some relatively common
circumstances; and

vii reliable information for remeasuring residual margins in the form of market
prices would be readily available for most types of insurance contracts.

Accordingly, suggest that:

vifi residual margins should be subject to remeasurement on the basis of changes in
estimates of non-market variables (non-financial assumptions) that have an
impact on the expected net fulfilment cash flows in future periods; and

ix if residual margins are subject to temeasurement, the criteria for similar
coverage period would be arguably sufficient for aggregating residual margins in
relation to ‘open’ portfolios of insurance contracts, provided that the portfolios
comptise insurance contracts with similar terms and conditions;

* Agree that the proposed method of releasing the composite margin is consistent with the
nature of such a margin. However, as noted in Question 4, owr preference is for an
explicit tisk adjustment and residual margia approach over a composite margin approach;
and

* Agree with the proposal for interest to be accreted on the residual margin because it is a
pazt of an insurance contract liability and other parts of the liability are subject to the
accretion of interest.

Question 7 ~ Acquisition costs (paragraphs 24, 39 and BC135-BC140 of
ED/2010/8)

Do you agree that incremental acquisition costs for contracts issued should be

included in the initial measurement of the insurance contract as contract cash

outflows and that all other acquisition costs should be recognised as expenses when

incurred? Why ot why not? If not, what do you recommend and why?
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* Agree with the proposal to include only incremental acquisition costs in the initial
measurement of the insurance contract as contract cash outflows because:

a  insurers generally factor such costs into the prices of their insurance contracts

b such an approach is likely to provide a more realistic depiction of profit over the
life of the contract, and

¢ such an approach is consistent with the treatment of acquisition costs in relation to
similar types of contracts under other IFRSs.

* Given ous responses to Questions 5 and 6, we believe that the IASB should give further
consideration to requiring insurance contracts to be measured using building blocks that
have been determined at the same level of aggregation. ED/2010/8 proposes that the
building blocks be detemmined at different levels of aggregation and state we are
concerned that this approach could undermine the usefulness of the resulting information
for users of an insuret’s financial statements.

* Agree that non-incremental acquisition costs and acquisition costs relating to
unsuccessful underwriting efforts should be recognised as expenses when incuered
because such an approach is consistent with the treatment of similar costs under other
IFRSs,

Question 8 - Premium allocation approach (paragraphs 54-60 and BC145-
BC148 of ED/2010/8
a. Should the Boatrd

i fequire,

ii permit but not require, or

iii notintroduce a modified measurement approach for the pre-claims
liabilities of some short-duration insurance contracts? Why ot why not?

b. Do you agtee with the proposed criteria for requiring that approach and with
how to apply that approach? Why ot why not? If not, what do you suggest
and why? :

* Agree with the proposal to include a modified measurement approach for shost duration
contracts, but disagree with requiring such an approach because:

iv it is inconsistent with principle-based standard setting, and

v itwould prevent an insurer from applying the proposed comprehensive
measurement approach, even when the comprehensive approach would
provide mote relevant and/or reliable information for users.

Suggest that IFRS 4 should permit {rather than require) a premium allocation approach for
shott-duration insurance contracts;
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* Disagree with the proposal that interest be acereted on short-duration insurance contracts
because such an approach is:
i inconsistent with the view that a premium allocation approach is a simplified or
short-cut method for measuring particular types of insurance contracts; and

® unlikely to significantly affect the amounts reported by insurers in relation to insurance
contracts because the discountting period will be short.

Question 9 — Contract houndary principle (paragraphs 26-29 and BC53-BC66
of ED/2010/8)

Do you agree with the proposed boundary principle and do you think insurers would

be able to apply it consistently in practice? Why ot why not? If not, what would you

recommend and why? '

® Apree with the proposed boundary principle because:

a it is principle-based;

b it is consistent with notion of insurance risk as defined in the ED,
and

¢ insurers would generally be able to apply it consistently in practice.

¢ IHowever, the TASB needs to better articulate the impact of contract terms versus the
legal environment in a jurisdiction to assist entities such as health insurers to identify
contract boundaries consistently.

‘ Question 10 - Participating features (paragraphs 23, 62-66, BC67-BC75 and
BC198- BC203 of ED/2010/8) .
a. Do you agree that the measurement of insurance contracts should include
participating benefits on an expected present value basis? Why or why not?
If not, what do you recommend and why?

b. Should financial insttuments with discretionary participation features be
within the scope of the IFRS on insurance contracts, ot within the scope of
the IASB’s financial instruments standards? Why?

€. Do you agree with the proposed definition of a discretionary participation
feature, including the proposed new condition that the investment contracts
must patticipate with insurance contracts in the same pool of assets,
company, fund ot other entity? Why or why not? If not, what do you
recommend and why?

d. Paragraphs 64 and 65 modify some measurement proposals to make them
suitable for financial instruments with discretionary participation features.
Do you agree with those modifications? Why or why not? If not, what would
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you propose and why? Are any other modifications needed for these
contracts?

¢ Agree that the measurement of insurance contracts should include participating benefits
on an expected present value basis because: '
i they are a part of the bundle of rights and obligations that form an insurance
contract, and

i such an approach would facilitate participating benefits being measured on the
same basis as other components of an insurance contract would be measured.

® Agree that financial instruments with discretionary participation features should be within
the scope of the IFRS on insurance contracts because: -

i notwithstanding a financial instrument with a discretionary participation feature
would not generally transfer significant insurance risk, because of the way
‘iscretionaty participation feature’ is defined in the ED, the cash flows
attributable to such features are impacted by insurance risk. Accordingly,
including financial instruments with discretionary patticipation features within
the scope of the replacement Standard for IFRS 4 would facilitate such
instruments being treated in 2 manner consistent with the treatment of the
related insurance contracts, and

it under the proposals in the ED, financial mstruments with discretionary
participation features would be measured using substantially the same way as
they would be measured under other IFRSs, such as TAS 39.

® Agree with the proposed definition of a discretionary participation feature, including the
proposed new condition that the investment contracts must participate with insurance
contracts in the same pool of assets, company, fund or other entity for the reasons
outlined. .

* Agree with the modifications proposed in paragraphs 64 and 65 of ED/2010/8 because
they would facilitate participating benefits being measured on the same basis as other
components of an insurance contract would be measured.

Question 11 - Definition and scope (paragraphs 2-7, B2-B33 and BC188-
BC209 of ED/2010/8)
a. Do you agree with the definition of an insurance contract and related
guidance, including the two changes summatised in paragraph BC1917 If
not, why not?

b. Do you agree with the scope exclusions in paragraph 47 Why or why not? If
not, what do you propose and why?
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c. Do you agree that the contracts currently defined in IFRSs as financial
guarantee contracts should be brought within the scope of the IFRS on
insurance contracts? Why or why not?

* Agree with the definition of an insurance contract and related guidance, including the two
changes summarised in paragraph BC191. In addition, under the proposals in the ED, the
term ‘significant insurance tisk’ is assessed from the insurer’s perspective, not the
policyholder’s perspective (see paragraph 94 above), because:

di the scope of the ED is limited to accounting for insurance contracts by msurers
and reinsurers and does not contemplate the accounting implications of
insurance contracts from a policyholders’ perspective; and

iv  patagraph B24 states, in part, that: “Insurance risk is significant, if, and only if,
an insured event could cause an insurer to pay significant additional benefits

in any scenagio...” (emphasis added);

® Agree that the scope exclusions in paragraph 4 of EI3/2010/8 because they would
facilitate all contracts that expose the issuer to significant insurance risk being accounted
for in a consistent mannes; and

* Agree that contracts curtently defined in IFRSs as financial guarantee contract should be
brought within the scope of the replacement Standard for IFRS 4 in the manner
proposed in ED/2010/8 because such an approach would facilitate financial guarantee
contracts that expose the issuer to significant insurance isk to be accounted for on the
same basis as other types of contracts that expose the issuer to the same type and level of
risk.

Question 12 - Unbundling (paragraphs 8-12 and BC210-BC225 of ED/2010/8)
Do you think it is appropriate to unbundle some components of an insurance
contract? Do you agtee with the proposed criteria for when this is required? Why or
why not? If not, what alternative do you recommend and why?

® Agree that it is appropriate to require insurers to unbundle some components of an
insurance contract; and
* Agree with the proposed eriteria for unbundling insurance contracts because:
a  they would facilitate consistency and comparability in financial reporting by
. ensuging non-insurance components of insurance contracts are treated in a similax
mannet as financial instruments that are sepatate contracts but similar in all other

respects; and

b they represent a practical solution that avoids entities being required to report
information based on arbitrary allocations of cash flows.

¢ Observe that the phrases ‘interdependent” and “closely related” are used somewhat
interchangeably in the ED, although the phrases arguably do not have the same
meanings. Accordingly, the IASB needs to clarify whether insurers should unbundle
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insurance contracts on the basis of ‘interdependent’ or ‘closcly related’ cash flows. On
balance, we opt for ‘interdependent’ on the basis that it is more consistent {than ‘closely
related’) with the TASB’s reasoning for not requiring unbundling when separating cash

flows would give rise to reporting outcomes that are not reliable.

Question 13 - Presentation (paragraphs 69-78 and BC150-BC183 of

ED/2010/8)

a. Will the proposed summarised margin presentation be useful to users of
financial statements? Why or why not? If not, what would you recommend
and why?

b. Do agree that an insuret should present all income and expense atising from

insurance contracts in profit or loss? Why ot why not? If not, what do you
tecommend and why?

® Disagree with the proposed ‘summarised margin® approach as it would not facilitate
compatability between the financial statements of entities with insurance activities and
other entities. Accordingly, the proposals in ED/2010/8 should be amended to require
an insurer that applies the proposed comprehensive measurement approach to present
resulting income and expense items in accordance with an ‘expanded margin’ approach.
Under an expanded margin approach, an insurer would present gross flow information,
such as premiums, benefit payments, claim expenses and claims handling expenses, on
the face of the financial statements with the underwriting margin information.

* Due to the lack of a generally accepted principle for determining which items should he
ptesented in profit or loss and which items should be presented in other comprehensive
income, the proposed approach does not necessarily have a souad conceptual basis.
Until that principle is resolved, an insurer should present all income and expense items
arising from tnsurance contracts in profit or loss.

Question 14 - Disclosures {paragraphs 79-97, BC242 and BC243 of
ED/2010/8)
a. Do you agree with the proposed disclosure principle? Why or why not? If
not, what would you recommend, and why?

b. Do you think the proposed disclosure requirements will meet the proposed
objective? Why ot why not?

c. Avte there any disclosures that have not been proposed that would be useful
(ot some proposed that are not)? If so, please describe those disclosures and
explain why they would ot would not be useful.

® Agree with the proposed disclosure principles because they would facilitate an insurer
disclosing useful information about the amounts recognised in ifs financial stateinents
and the risks to which it is exposed in relation to insurance contracts.

® Agree that the proposed disclosure requirements would meet the proposed abjective.
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® The IASB needs to align the disclosure requirements in the replacement Standard for
IFRS 4 in relation to sensitivity analyses with the corresponding disclosure principles in
the revised versions of IAS 19 Hamployee Benefits for defined benefit obligations and IFRS 7
for Level 3 fair value measurements {noting that Grant Thornton does not suppoit the
IASB’s most recent proposals regarding the disclosures of ranges of amounts for Level 3
fair value measurements). However, if the IASB’s recent proposals in respect of IFRS 7
were adopted, we would recommend they be consistent with similar disclosures in respect
of msurance liabilities.

Question 15 - Unit-linked contracts (paragraphs 8(a)(i), 71 and 78,
) Appendix C and paragraphs BC153-BC155 and BC184-BC187
of ED/2010/8)
Do you agtee with the proposals on unit-linked contracts? Why or why not? If not
what do you recommend and why?

Agree with the proposals on unit-linked contracts, primarily because they would reduce the
potential for significant accounting mismatches to arise.

Question 16 - Reinsurance (paragraphs 43-46 and BC230-BC241 of
ED/2010/8) '
a. Do you support an expected loss model for reinsurance assets? Why or why
not? If not, what do you recommend and why?

b. Do you have any other comments on the reinsurance proposals?

* Agree with the proposal for an expected loss model for reinsurance assets, primarily
because it is consistent with the proposed measurement approach for insurance Habilities
{expected present value of the future cash flows) and therefore s less likely to give rise to
asyminettical accounting treatments, and

® We challenge the requirement that insurers being required to recognise a gain on
inception of a reinsurance contract. Such an approach is inconsistent with the IASB’s
reasoning for proposing that a residual matgin be recognised to avoid the recognition of
‘day-one’ gains. In addition, we do not consider the IASB’s reasons outlined in paragraph
BC236 are sufficient to justify the proposed approach, particular the observations
regarding diversification benefits. Contraty to the approach in ED/2010/8, the logic
undertlying the proposed approach applicable to residual margins arising from direct
insurance contracts should be extended to residual margins arising from reinsurance
arrangements. Accordingly:

a  ‘positive’ residual mazgins (losses at inception on reinsurance arrangements) should
be recognised as losses in the profit or loss on inception of the reinsurance
contract, and

b ‘nepative’ residual matpins (gains at inception on reinsurance arrangements) should
be released to profit ot loss over the coverage petiod in a systematic manner based
on the passage of time, unless the pattern of claims and benefits makes another
pattetn mote appropriate.
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» In addition, note that paragraph 50 of ED/2010/8, which appears to deal with the
subsequent treatment of all residual margins (those related to direct and reinsurance
contracts), states that

“Aun insurer shall recognise the residual margin defermined at initial recognition ay

3

incarme in profit or loss. ..’

However, a residual margin that arises in a reinstrance contract is in the nature of a loss.
Accordingly, we recommend that, if the IASB adopts the proposals in respect of residual
martgins, paragraph 50 be amended to require the residual margin to be recognised as
income or expense in profit or loss.

Question 17 - Transition and effective date (paragraphs 98-102 and BC244-
BC257 of ED/2010/8)
a. Do you agree with the proposed transition requirements? Why or why not? If
not, what would you recommend and why?

b. If the Boatd were to adopt the composite matgin approach favoutred by the
FASB, would you agree with the FASB’s tentative decision on transition (see
the appendix to the Basis for Conclusions)?

c. Is it necessary for the effective date of the IFRS on insurance contracts to be
aligned with that of IFRS 9? Why or why not?

d. Please provide an estimate of how long insurers would require to adopt the
proposed requirements.

o Apree with the proposed transitional requirements except for the proposal to eliminate
any existing residual matgins against opening retained earnings upon transition, This is on
the basis that:

a  insurers that are currently accounting for insurance contracts on a similar basis to
the proposals in the ED could apply the proposed requirements retrospectively and
the TASB’s ‘normal’ position under EAS 8 is that retrospective application should be
petformed, subject to impracticabulity, and

b would potentially reduce the comparability of the financial statements of insurers
that were repotting under IFRS 4 prior to transition and insurers that establish
themselves after the transition to the new reporting requirements.

Eantities should be permitted to assess for themselves whether retrospective application of
the replacement Standard for IFRS 4 is impracticable.

¢ Disagree with the FASB’s tentative decision on the treatment of the composite margin on
transition for the reasons discussed in {2) above. The FASB proposes that the composite
margin would be set equal to the risk adjustment determined under the IASB’s proposals.
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In addition, the risk adjustment would be released to profit or loss under the FASB’s
proposed approach (systematically over the coverage period and claims handling period).
* Apree that insurers should:

a  not face two rounds of major changes in a short period, and

b be able to avail themselves of the measurement choices under IFRS 9 to avoid any
potential accounting mismatches that might arise as a consequence of transitioning
from their domestic GAAP to the replacement Standard for IFRS 4. To this end, it
makes sense to delay the effective date of IFRS 9 for insurers if the replacement
Standard for [FRS 4 has a mandatory effective date later than 2013.

Question 18 — Other comments
Do you have any othet comments on the proposals in the exposure deaft?

We note that the discount rate proposals in ED /2010/8 serves to highlight the
Inconsistencies that currently exist across IFRSs with respect to the determination of
discount rates, particulatly for liabilities that are similar in nature to insurance liabilities, such
as defined benefit obligations. Accordingly, we believe that the IASB should commence a
comprehensive project on discount rates once the cutrent suite of high priority projects has
been completed. - :

Question 19 - Benefits and costs {paragraphs BC258-BC263 of ED/2010/8)
Do you agree with the Board’s assessment of the benefits and costs of the proposed
accounting for insurance contracts? Why or why not? If feasible, please estimate the
benefits and costs associated with the proposals.

* Agrec with the TASD’s assessment of the benefits and costs of the proposed accounting
for insurance contracts. After more than 10 years of development, we do belteve the
proposals in the ED will lead to improvements in the relevance and reliability of the
information reported by insurers ata gloﬁal level that are cost-beneficial.
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Specific AASB questions

1  Whether there are any regulatory issues or other issues arising in the Australian
envitonment that may affect the implementation of the proposals, particularly
any issues relating to:

a not-for-profit entities; and
b public sector entities

Apart from our earlier comments, we are not aware of any regulatory issues that may effect
the implementation of the proposals.

2 Whethet, overall, the proposals would result in financial statements that would
be useful to usets;

Apatt from our eatlier comments, we are not aware of any issues that may impact users.

3 Whether the proposals ate in the best interests of the Australian and New
Zealand economies.

Apait from our earlier comments on the proposals, we are not aware of any reasons that
would impact on the interests of the Australian economy and our New Zealand firm may
wish to comment direct to the AASB if there are any New Zealand implications.

4 Whether the proposals would be suitable for accounting for the insurance
arrangements of superannuation plans.

We support the AASB’s strategy of reconsidering accounting for insurance contracts by
superannuation plans once the IASB has finalised its position on Insurance Contracts,
however we believe that any changes to AAS 25 should not be operational for Insurance
Conteacts until the IASB’s Insurance Contracts project is complete





