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20 April 2006


The Honorable Alfred W. Gross

Commissioner of Insurance

Chair, NAIC Financial Condition (E) Committee

Bureau of Insurance

P.O. Box 1157
Richmond, Virginia 23218

Dear Commissioner Gross: 

We are writing on behalf of the Group of North American Insurance Enterprises (GNAIE). GNAIE is the only trade association which focuses exclusively on solvency, financial reporting and accounting issues. Its membership includes eleven of the largest international writers of insurance and reinsurance and its Board is composed of the Chief Financial Officers of those organizations. Although all GNAIE members are North American headquartered insurers, GNAIE members include some of the largest European writers and as such are deeply interested in the developments on solvency at the International Association of Insurance Supervisors.
We are pleased to have the opportunity to present our comments on the April 6 version of the IAIS Structure Paper. We would like to call your attention to one comment we made regarding the distinction between general accounting and accounting for solvency purposes. We said, “While it would certainly be preferable for the accounting treatment of insurance liabilities to be largely consistent with the prudential view, there may be certain instances (e.g. discounting of non-life reserves) where the economic value approach required of solvency assessments should not dictate a corresponding requirement in financial reporting standards.” 
On the Working Group call Doug Barnert, GNAIE’s Executive Director, raised the problems encountered when non-life reserves are discounted. He mentioned research by Ernst &Young on discounting and the use of market value for non-life liabilities.  
That report found that: 

· Changes in the market value of assets cause volatility in net income 

· Changes in the expected payment pattern cause volatility in underwriting income 

· Changes in the market value margins cause volatility in underwriting income 

· Fair value requires increased use of management judgment and subjective estimates. These include:

· The approach and quantification of the market value margin
· The expected profit associated with US GAAP unearned premium
· Explicit provisions for the amount and timing of claim and expense payments (payout pattern)
· Future interest rates
· Changes in Fair Value judgments may produce trends in reported fair value results that are inconsistent with US GAAP

The full report can be sound at www.gnaie.net under the Public Comments section. 
GNAIE looks forward to working with you and the International Solvency Initiatives Working Group on these important issues.

Sincerely, 

Leslie Deich

Genworth Financial

Co-chair GNAIE Solvency Committee

Peter Giacone

XL Capital

Co-chair GNAIE Solvency Committee

Gideon Pell

New York Life

Co-chair GNAIE Solvency Committee
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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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