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July 17, 2006

Sir David Tweedie, Chairman
International Accounting Standards Board
30 Cannon Street

London EC4M 6XH

UNITED KINGDOM

Sent by email

Copies to: Mr. Robert Herz, Chairman, FASB

Re: Agenda Paper 4A/4B: Amendments to IAS 37,
Contingent Liabilities

Dear Sir David:

At the July meeting of the IASB we understand that there
will be discussion of topics related to the Amendments to
IAS 37. The Group of North American Insurance
Enterprises (GNAIE) offers the comments below on the
issues to be discussed. These comments are not intended
to be a final and complete discussion of the issues, but are
a summary based on our continuing discussions with users,
preparers and other interested groups. We look forward to
sharing our views on these important topics with the IASB.

Agenda Paper 4A: Eliminating the term contingent
liability

We believe that the term contingent liability adequately
describes the types of liabilities that the paper discusses.
We also believe that although the language in IAS 37
should be made less confusing, the recognition criteria for
contingent liabilities in IAS 37 do meet the definition of a
liability. We would suggest changing the terminology to
recognized and unrecognized contingent liabilities because
this better conveys the uncertainty and also would let the
reader better understand as to whether the entity believes
there will be a cash outflow. We do not believe that
recording a liability for an unlikely cash outflow would meet
the definition of a liability. It also makes little sense to us to
recognize an unconditional obligation that has to be
calculated based on the conditional outcome.

To influence the development of international accounting standards to
ensure that they result in robust, high quality standards for insurance

enterprises
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Agenda Paper 4B: Can recognition of a liability influence the outcome of legal
proceedings

We acknowledge that the Board’s decision in June that the start of legal proceedings,
in itself, will not necessarily create a liability for an organization, it is a step in the right
direction; however, we are not sure that it will lead to a tenable position and does not
alleviate our concerns regarding the potential change in the recognition of contingent
liabilities. Obviously this would eliminate the need to record a liability for nuisance
lawsuits, but it appears to be at odds with the Board’s previous decision that an
obligating event creates an unconditional liability. Here are other concerns we have:

[

Our concern is not with disclosure, we believe that material lawsuits should be
disclosed. Our concern is with legal discovery and at the point at which a
reserve would be required. The Board’s June decision may delay recognition
under the ED, but recognition of most lawsuits would still be required,
regardless of the likelihood of loss, at a significant earlier point than currently
required. This will allow plaintiffs’ attorneys to determine the established case
reserve in discovery which then will most likely set a floor for negotiations.

We appreciate the chicken and egg predicament as to when the information is
useful to users; however, we disagree with the assertion that a judicial
exemption would favor preparers over users. We assert that it would benefit
the owners of the entities, which are a significant component of the end users,
by not potential inflating settlement values.

Paragraph 22 — the staff is correct that a plaintiff might not know if they are the
only plaintiff; however the fact that a liability has been recorded lends
credence to a lawsuit that previously had a low chance of prevailing.

We disagree with the staff’s assertion in paragraph 29 of the agenda paper.
We don’t believe the Board’s conclusion in June 2006 will significantly reduce
the number of lawsuits recorded in the United States since whether the entity
is at fault or not, there is the potential for an outflow of resources in a lawsuit
which would require a liability absent probability being part of the recognition
criteria.

We don’t disagree with the role of the IASB in paragraph 30 of the agenda
paper, we are however, strongly concerned with the position that it is
acceptable for the accounting to create economics. We believe that
accounting should convey the economics. We also disagree that the IASB
does not have the ability to influence legal proceedings since the ED would
have accomplished this feat.

Requiring probability weighting will not produce more reliable values.
Attempting to determine the probability of potential outcomes is extremely
subjective for one observation which creates more work with little, if any,
benefit over a best estimate approach.
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1 The requirement would be overly burdensome without providing significant
benefit to the financial statement users. For entities with a significant volume
of low dollar lawsuits, updating probabilities on a quarterly basis for numerous
lawsuits creates the need for a monitoring and tracking system. Additionally,
some of the lawsuits tracked would never result in a cash outflow.

1 We believe that for SEC registrants, the current SEC guidance provides
adequate information to users of the financial statements without impairing an
entity’s standing in a lawsuit. The IASB should consider the SEC guidance in
the amendment to IAS 37.

The Group of North American Insurance Enterprises (GNAIE) consists of the Chief
Financial Officers of the leading US insurance companies including life insurers,
property and casualty insurers, and reinsurers. GNAIE members include companies
who are the largest global providers of insurance and substantial multi-national
corporations. All are major participants in the US markets.

The goals of GNAIE are to influence international accounting standards to ensure
that they result in high quality accounting standards for insurance companies and, to
that end, to increase communication between insurers doing business in North
America and the International Accounting Standards Board and the US Financial
Accounting Standards Board.

GNAIE works to meet its goals through modeling of proposed accounting standards,
analysis, comment, and coordination with various end users of financial reports.

We appreciate the opportunity to provide comments on the proposed Exposure
Drafts and would be willing to make ourselves available to discuss our comments and
recommendations in more detail.

Respectfully submitted,
The Group of North American Insurance Enterprises
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Douglas Wm. Barnert
Executive Director
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