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Exposure Draft on the Proposed Statement of Fin ancial A ccounting Standards, The
Fair Value Option for Financial Assets and Financial Liabilities including an
amendment of FASB Statement No. 115

Dear Technical Director:

The Group of North American Insurance Enterprises (GNAIE) conssts of Chief Financal

Offi cers of leading insurance companies incduding life insurers, propety and casudty
inaurers, and ranaurers. GNAIE members indude companies who ae the largest globd
providers of insurance and sibgantial multi-nationd corporaions All are mgjor paticipants
in the US markets. Thegods of GNAIE are to influence internationd accourting dandadsto
enaure tha they result in high quality accounting sandards for insurance companiesand, ©
tha end, to increase communication béween insurers doing busness in North America and
the International Accouning SandadsBoad and the US Finanda Accouning Sandads
Boad. GNAIE worksto meet its gods through nodding of propoed accounting sandads,
andysis, comment, and coordnaion with variousend u®rs of finandal reports.

GNAIE appreciates the oppotunity to comment onthe Exposure Draft on the Proposd
Statement of Fnancial Accourting Sandards, The Fair Value Option for Rnancial Assets and
Finandal Liabilities induding an amendment of FASB Statement No. 115 (@DQ.

This letter represents the views of the GNAIE. With respect to the Scope issue, thelanguage
presented for expoaure raised many difficult questionsfor our members, notthe least of which
was the lack of conveagence with internationd accouning standads Asyou know IAS 39
scopes outinsurance liabilities and thusthe fair vaue option within IAS 39 is notavailable
for insurers to uilize for insurance contracts unde Internaional Accourting Sandards
Individud members of GNAIE may havereached different conclusonsas aresult of anesd
to lve accouning mismatch issues dgpending on heir specific booksof busness both in the
United Sates and internaiondly. We encourgge the FASB to consder all these viewsin
developing a resolution o wha is clearly a diffi cult issue

Our respone to the scopeissueas well asour oher conaernsare nated bdow.

To influence the developrment of international accounting standardsto ensure that they result in robug, high
quality standardsfor insurance enterprises
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Fair Value Option BInsurance Implications

Scope

We undestand and gppreciate the BoadO®bijective with this ED to permit companies to
mitigate nonreconomic volatility throughan accourting offset withouthaving o apply
complex hedgeaccourting provsions However, GNAIE gill has concernsin goplying such
measures to insurance liabilities a this point untl an adequate measure has been established.
While we uncerstand that the fair value measurement project is fill being déiberated and is
expected to be complete by the second quarter of 2006, here are sill many open questions
regarding the principles used to fair valueinsurance liabilities. Such issuesindude but are
not limited to: the use of risk margins, incorporaion of danges in creditworthiness, the
selection of discountrates, individual vs. porffolio basis, use of dgpost floorsand unbunding.
We fear that withouta sound bais of measurement, afair value election may cause
companies to pranaturely vaue certain insurance liabilities and thus may cause restatements
in the future if further guidance onthe measurement standad is issued dter the adoption of
this propogd fandad.

A decision to sopeou insurance contracts in the propogd gandad would be congstent with
thedday of other areas of accourting literature that has been @ther scoped outor
reconsdered urtil further research has been complete. For ingance, finanaal liabilities unde
lease contracts and employersO ad dansCfinandial obligationsfor penson benefits has been
scoped outof this exposure draft because the Board feels there needsto be Gicomprehensve
recondderation of e accouningO® Also, thefair value option propct has a Phase 2 partly
because thereis ill needsto befurther congderation of fair value measurements for
nonfinandal assets and liabilities. In adition, insurance contracts were scoped outof SFAS
107 dueto the Qiefinitional and vduation diffi culties present in those contracts O SQuch issues
still exist today. IAS 39 @ntinuesto scope outgeneral insurance contracts from the fair vaue
option because theaccouning forinsurance contractsis gill in debae in Phase 1l of the
Insurance Conracts Project.

While we uncerstand the vduein havinga fair vadue opiion, we fedl that it is generally
premature to include insurance liabilities when there is sill lack of guidance on hav it should
be applied paticularly given that there isno true observable market and such measurements
would bepredicated on hypohetical transactionsin hypdhetical markets. As such we will
continueto work with the FASB and IASB to hdp resolve such measurement issues s tha
there will bea sound,congstent and comprehensve valuaion framework a the time of
adopion.



Fair Value Option BInsurance Implications

Change in Creditworthiness

The ability to incorporate changes in creditworthiness is oneof many important factors that
need to beresolved prior to the implementing ameasurement basis for insurance contracts.
GNAIE opposs the use of the effect of the changes in the creditworthiness in repotting
liabilitiesin eny dtudion. To have a sandard where the deterioraion in the creditworthiness
of a Conpany would generate current period gansin theincome statement dueto the
liabilities bang reduced as aresult of thelower credit rating is notrdevant, prudent, or
representationally faithful. We are in agreement with the views noted by a Board member
referred to in paagraph A26 of he ED tha Qusers do notexpect revaluation ofan entityOs
debt securities to recogrize deterioration in the entityOwn areditworthiness and o bea
component of operating paformanceOand QRecognizing that effect could be misleading ©
users and poentially misrepresent or conceal opeating performance issues.O The gain in
mog ingances will not be realizable unless there is abankruptcy situation or asgnificant
finanda deerioraion where the debt hdders would bewillingto accept less from the issuer
in satisfaction of the debt.

Also, usng aedit ganding of theinsurance company would nd take into consderation the
priority of insurance liabilities as well as the insurance regulatory environment and
mechanisms in mog jurisdictionstha provide a security to pdicyhdders that are greater than
that of bondhotlers or other debt holders. Accordingly, the credit spread on acompanyOsiebt
would notbean gopropiate indcator of the credit risk associated with insurance liabilities.
As such, we feel therisk to the policyholder isirrelevant and notmeaningful for the purpo®s
of theinsurerOdinancial statements.

Effective Date and Transition

Based on he ED, the standard would beeffective the beginning ofeach reporiing entityOdirst
fiscal year tha beginsafter December 15,2006, wth earlier adopion encouraged, but no
earlier than theadoption ofthe Fair Value Measurement Standad. Whether or notthe find
standard would indudeinsurance contracts, we would gill strongly recommend that the
effective dae of the adoption bedelayed by oneyear. The reason isto give companies ample
time to assess ther existing asset and liability portfolios 0 that they are ready whenitistime
to initially adoptthefinal g¢andard. The trangtion dlows, only at initial adopion,afair

value dection forassets and liabilities existing & the effective dae. After theadopion, the
only time an dection can occur is when the finandal asset or liability isinitially recognized or
upon a eventtha givesriseto anew-basis of accouning. Also, on@ it has been elected it is
irrevocable. Therefore, some companies will need time to evaluate thar current balance sheet
to daermine which contracts to fair valueand then to determine an dfective fair value
measurement basis for those contracts e ected a thetime of adoption. Rgponing the
effective dae should notbe an issue since companies will dways have the option to adopt
early.



Fair Value Option BInsurance Implications

Conclusion

We bdieve tha more gudance is needed before insurance contracts are included in a fair
value sandard. If companies were to far value insurance contracts there would notonly be
comparability issues with companies that incongstently use the fair value opion, butthere
will besgnificant inconsstencies in the gpplication of the fair value measurement of
insurance liabilities for those companies that do dect the option & there is today in cases
where there are busness combinaionsof insurance enterprises. Also, snce many of the
assumptionsand methodologies used to value insurance contracts are o complex and
subjective, it may result in finanda satements that users cannotrely on.

If you have any questionsregarding the contents of this letter, please contact usat anytime to
discuss our @mments.

Respectfully submitted,
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Douglas Wm. Barnert
Executive Director
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