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Who are the Members?

 



Global Standards Goal
• Globally accepted accounting standards that

– are high-quality, robust, reliable and
understandable

– promote fair presentation, consistency,
transparency and comparability in general purpose
financial statements

– decision-useful to analysts, shareholders,
policyholders, management, regulators and others

 



GNAIE Proposed Principles
• Life (with the four largest Japanese life insurance

companies)
– new concept
– see www.gnaie.net

• Non-life
– Simpler version of current U.S. GAAP
– Already a world standard
– Might need some clarifying language

 



General Reactions to ICDP
• Is not representative of the way insurers manage the

business
• Is not representative of the way users evaluate and

analyze insurance business
• Does not measure or reflect economic reality
• Is potentially misleading
• Is an invitation to manipulation
• Will increase cost of capital
• Will create artificial volatility in the Income Statement

 



No Gain at Issue
• The proposed measurement method allows for a gain

at issue
• Inherent uncertainty and significant future service

obligations in insurance liabilities
• Profit recognition occurs as risk is released, not

recognized upfront!
• No Gain at Issue is a fundamental building block

 



Initial Measurement

• Measurement methods should be objective, reliable,
and verifiable

• Calibrate to the initial transaction with the customer
• Link with Revenue Recognition Joint Project

Customer Consideration Model

 



Single Model?

• The proposed measurement method applies to all
insurance contracts

• One size fits all?

 



Separate Models

• Life and non-life need different accounting methods
• There are significant inherent differences between life

and non-life insurance contracts and the nature and
scope of those differences necessitates the use of
separate measurement models

 



Excessive Modeling

• The IASB proposal would require the exclusive use of
stochastic modeling techniques

• Not practical in all circumstances
• Need to be executed on a quarterly basis as financial

statements are prepared for public dissemination

 



Discounting

• The IASB proposed measurement method requires
discounting, risk and service margins

 



Discounting (2)
• Life insurance accounting

– Discounting is appropriate for life insurance
contracts when the expected cash flows are fixed
and reliably determinable

• Non-life
– Discounting is not appropriate for non-life

insurance contracts whose cash flows are not
reliably determinable

– incidence, amount and timing of losses are all
uncertain

 



No Liquid Markets

• The introduction of "market risk margins" for both life
and non-life insurance contracts will be a problem

• No active, liquid market for the transfer of either life
or non-life insurance contracts

• No ability for financial statement preparers to
calibrate periodic market risk margin estimates

• Still waiting for the report of the International Actuarial
Association

 



The IASB “Inconsistent Exit Value ”
Proposal

• The IASB proposed measurement method puts
constraints that do not exist in actual markets on the
calculation of liabilities, thereby producing
measurements that are inconsistent with the IASB's
"Exit Value" measurement objective

• FASB/IASB internally split on this issue
• Needs to be coordinated with Joint Project on

Revenue Recognition

 



Cost of Capital

• The cost of capital ("COC") approach that is being
suggested as a surrogate for market risk margins
does not achieve the stated IASB ultimate objective
of creating a measurement that is representative of a
true "Exit Value"

 



Market Service Margins

• Similar to the issue identified above with respect to
market risk margins, GNAIE has similar issues with
the introduction of "market service margins" for both
life and non-life insurance contracts

 



Renewal Premiums

• A measurement method designed to replicate exit
value should not ignore cash flows directly
associated with insurance contracts

• Market participants incorporate this into insurance
contract valuation

• This is the case with renewal premiums, non-
guaranteed contractual elements, and policyholder
dividends

 



Entity Specific Assumptions

• Use of average market assumptions
• Need for insurers to use their own data in

calculations

 



Unbundling

• The proposed measurement requires artificial
unbundling that will have no benefit to users

• Similar arguments would be made on any artificial
separation of premium such as the FASB bifurcation
project

 



Policyholder Behavior

• While this is mainly a life insurance issue, there could
be implications for policyholder renewal
considerations

 



Asset Earned Rate
• For life insurance, the discount rates used in the

valuation should reasonably reflect the spread that an
insurer expects to earn from the financial
management of the business

• To base discount rates on a government or swap
curve based rate, as is widely being interpreted as
the likely requirement in most circumstances under
the standard as the proxy for a risk-free rate, will not
lead to the right value for the liabilities

• This will be particularly true for fully guaranteed long
duration insurance products

 



Own Credit Risk

• The consideration of Own Credit Risk in measuring
insurance liabilities will produce inconsistent
measurement

• An insurance company cannot settle its contracts at a
lower value simply because of an actual or expected
downgrade

 



At the same time
• Joint FASB/IASB Projects

– Revenue Recognition
– Financial Statement Presentation
– Conceptual Framework
– Business Combinations
– Liabilities and Equities
– Accounting for Leases
– Earnings per share
– Income Taxes
– Financial Instruments

 



At the same time (2)

• Related FASB Projects
– Derivatives Disclosures
– Fair Value Option (Phase 2)
– Financial Guarantee Insurance
– Insurance Risk Transfer
– GAAP Hierarchy

 



At the same time (3)
• Not directly related FASB Projects

– Loan Loss Disclosures
– Statement 133 Hedging
– Statement 140 Implementation

• Transfers of Financial Assets
• Repurchase Financing Agreements

– Emission Allowances
– Going Concern and Liquidation Basis of

Accounting
– Subsequent Events

 



At the same time (4)

• IASB Projects
– Fair Value Measurement
– Definition of Liabilities
– Management Commentary (MD&A)
– Extractive Activities

 



e.g., Definition of Liability

• IAS 37, Contingencies, IASB
• Business Combinations, Joint
• FASB Project on FAS 5, FASB
• Conceptual Framework, Joint
• Accounting for Leases, Joint
• Pension Obligations, FASB--> Joint

 



What about reinsurance?
• Question: Why canÕt reinsurance be used as an

example of a transfer market?
• Reinsurance is not a wholesale market

– Distribution cost must be reimbursed for there to
be a transfer

– Best estimate assumptions must be similar for
there to be a transfer

– Therefore no different cost from direct seller
– Ceding company still owns the risk and, most

often, the service obligation

 



What about reinsurance (2)

• Wholesale might be group insurance but
assumptions are not comparable

• Retail might be life settlement market but not relevant
to large company values

• Niche markets may generate gains at issue
temporarily – infrequent and not major

 



FASB Invitation to Comment

• Should the FASB Join the IASB in the Insurance
Contracts Project?

• Uncertain Timing of Joint Activity
• Industry Educational Session - Spring 2008
• Communications between FASB and industry

 



SEC End of Reconciliation
• Desire to move to a single set of global accounting

standards
• Are insurance companies ready?
• Will it discourage convergence?
• Will work continue on an international insurance

contracts standard?
• What about “well-seasoned filers”?
• Is disclosure an alternative?
• What about continuing oversight?

 



Links to Solvency

• Relationship, but not conditional
• Different methodologies
• Rigorous analysis before conclusion
• NAIC Principles-Based Solvency

 



Links to Solvency (2)
• Solvency II is based on an economic balance sheet

approach
– Assets at market value
– Technical provisions – ‘current exit value’ i.e.

market consistent
– Ignores the unique settlement features of

insurance liabilities
– Identical sounding to the Insurance Contracts DP
– But, no concern for accounting issues (e.g. profit

recognition)
– Third country diversification rules discriminate

against US insurance and reinsurance companies

 



Links to Solvency (3)
• But, Solvency and Accounting objectives do differ!

– Current Solvency II proposals result in lower
technical insurance liabilities than IFRS proposals
with no gain at issue

– Arguably, it should be the other way round…
– But, recognition of artificial profit margins on day

one is not the way to lower accounting technical
liabilities

• More important to get the objective and
measurement  of Solvency II right!

 



European US Cooperation

• Work with CFO Forum
• Global Communications Group
• Joint Solvency Statements
• Regular Communication and Presentation

 



Summary
• Concerns with the positions in the DP

– It allows gains at issue,
– It doesn’t allow proper measurement of the liability

by limiting renewal premiums, policyholder
dividends and other non-guaranteed elements,

– It permits use of so called ‘market’, not entity,
specific assumptions,

– It requires discounting and explicit risk margins for
non-life reserves,

– It requires meaningless unbundling, and
– It requires inclusion of the own credit risk of the

liability to no purpose

 



Consequences

• Implementing the positions reached in the DP could
have significant unintended consequences for the
insurance industry

 



Questions?

 


