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Re : ED/2013/7 Insurance contracts

Dear Mr Hoogervorst,

| am writing on behalf of the Autorité des Normesniptables (ANC) to express our views on the
above-mentioned Exposure-Draft. These views rdsoith the ANC’s due process which involves
meetings with a dedicated working group, followedam examination by its IFRS Commission and
then by its College (Board).

The ANC welcomes this renewed opportunity to comnoernthe IASB’s modified proposals.

The ANC has expressed, in its previous commenerkettits disagreement with a number of
fundamental aspects of the IASB’s proposals asrdsgensurance contracts and the necessity for
accounting standards to not create undue volatdgywell as to appropriately depict an entity’s
business model.

1. In this context, like many other stakeholders, theéANC is appreciative of the efforts made by
the IASB in attempting to address some of the majoconcerns regarding its proposals in the
previous Exposure-Draft raised by the ANC and takento account some proposals we made
at the time, amongst which

- The unlocking of the contractual service margin ;

- The measures proposed to reduce volatility in prafiloss, including the locking in of the
discount rate at inception with the recognitiorO@1 of the difference of interest rate between
inception and the reporting date, and the reopeafri§RS 9 on which we have commented
earlier this year ;
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- The measures proposed to reduce accounting misesatath the objective of a mirroring
approach for participating contracts to reflect linkage and dependency between assets
and liabilities as per the entities’ business meadel

2. However, major issues have still not been resolveahd should still be discussed. They
revolve around the two main themes: volatility andundue complexity.

2.1 The current project does not allow for a properreflection in the accounts of the
underlying economic activity and performance of theentity in order to provide decision-
useful information to users as it neither appropridely depicts the insurers’ business
model nor achieves the objective of not creating ulue volatility.

a. The proposed mirroring approach, whilst being d@prasting and welcome development,
does not faithfully represent the asset/liabilitgtmagement business model of insurers.

The breakdown of the expected cash flows in thedegories depending on how they more or
less directly or don't vary with the related ass&tsot how insurers manage their business and
as such brings about undue complexity. The ED malsowould lead to an arbitrary and
artificial breakdown of cash flows that insurersulebfind difficult to explain to users, with a
risk of even further than hitherto disconnectinghaficial reporting from financial
communication. In addition, as regards the accagnttieatment proposed for the changes in
value related to the time value of options and gni@es, not only is it not representative of the
long-term performance of insurers but it will algenerate unwarranted volatility in profit or
loss. These issues are all the more significardgrgihe fact that, subject to being certain of the
participating contracts that would fall within thezope of the mirroring approach, such
contracts represent the most material liability the French life insurance industry with
equally material portfolios of assets backing tHiés for most of other insurance industries in
Europe and worldwide.

b. The proposed presentation of the statement of iecdoes not allow for an appropriate
depiction of companies' performance.

The revised proposals regarding the proposed piagmnof the statement of income consist in
projecting all expected future premiums over tinasdd on a theoretical notional allocation of
the insurance liability and therefore of the revemenerated from these insurance liabilities
after excluding the investment component from iasge contract revenue whereas in the
measurement of the insurance contract, the invegtomgnponent is not unbundled as it is not
distinct but highly interrelated with the insurarm@mponent. This, in addition to contradicting
the principle of considering the insurance cont@sta whole for the liability, adds undue
complexity. The ANC understands users' needs faresgolume data, and considers these
should be provided in the notes. The ANC has presho expressed support for other
presentation approaches, such as the one propogkd previous exposure-draft, that would
identify and more faithfully represent the undeityiearnings of the insurance business,
especially in the context of long term contractduding participating contracts.

c. The measurement of insurance liabilities is nolyfabnsistent with the underlying cash
flows and services arising from insurance contracts

When it comes to the contractual service margifgllibws that it should be amortised over the

claims handling period and not only over the cogerperiod as proposed in the ED and that
changes in the risk margin related to future cayershould be imputed on the contractual

service margin similarly to their underlying, thieanges in the expected cash flows, and not
directly in the statement of income as proposetenED.



d. The discount rate should reflect the economics hef insurance contracts within the
insurers’ business moderhe ANC notes that the IASB has not addressedoiteeptual
concerns around the discount rate proposed in €i® ZED, in particular how and if
illiquidity should be considered. The ANC encourmdghe IASB to consider this issue
further before finalising the standard in conjuostiwith potential adjustments and
evolutions to its proposals: suitable solutionsjuding in terms of disclosures, will have to
be found which appropriately help understand theharisms and assumptions made by
the insurers as regards the discount rates applisttasure insurance contracts.

2.2 As a result, the proposals will be complex preparers will likely be faced with significant
application and implementation issues, requiring, addition, significant changes of their
information systems:

While the IASB has achieved considerable improvdmenmany areas of the proposed
standard as compared with the initial Exposure tfesf described above in 2.1a), the mirroring
approach that is being proposed is overly comptexhe extent that the vast majority of
insurers have been unable to field test it, ande¢hesho have tried to test it were unable to do
so without arbitrary assumptions. The arbitrargifiaral and unduly complex decomposition of
the cash flows will most likely lead to significaimterpretation issues, to the detriment of the
awaited improved comparability. Finally, as thegwsed mirroring approach would not enable
insurers to portray their business model, the ragthicomparability will be artificial in that it
will not enable users to analyse the effects ofediig business models. The theoretical
notional allocation of the insurance liability reéxd in terms of revenue (as mentioned above
in 2.1b) is equally unduly complex.

The ANC therefore strongly disagrees with the IASBissessment that the benefits of the
proposals for users would outweigh the costs feparers. Indeed, the ANC understands that
any new model for accounting for insurance willtagly necessitate considerable investment
in robust accounting systems and reporting proseds®elopments in order to collect and

calculate the information required to comply withetproposed models. However such

investment will be justified only if the benefité the proposals would outweigh the costs. The
ANC does not believe that this will be the casenwigard to the requirements of the Exposure
Draft ; the benefits of which for users still remaincertain as explained above.

In view of the above, the ANC therefore considerdat further work is needed to reach an
appropriate solution. We therefore urge the Board ¢ continue to work to identify the
appropriate accounting treatment(s) that best portay, and in a prudent and reliable way,
the long term business model and performance of insers driven by the linkage between
assets and liabilities, taking into account the spdicities of their contracts, whilst not
creating undue complexity and volatility in the in@me statement.

Insistence on prudence, reliability and the busimasdel are critical: they obviously resonate
with demands stemming from many quarters in thetecanof the discussion about the

Conceptual Framework. It would be surprising ncapply these requirements to such a critical
project as insurance accounting.

There is potentially a number of proposals, nonelwth have been fully tested, that could be
considered, which range from a cost/cost model witiient information in the notes, to more
complex models and concepts designed to limit undatility such as a fair value/current
value model, and intermediate solutions such asf@Cioth sides of the balance sheet, using a
fully unlocked margin approach and an asset return based discatetapproach and/or a
combination of different solutions or variants et



With considering such proposals, the ANC considérat the Board will indeed have
accomplished a major step in improving financigam®ing if, from a starting point of an array
of different (because national) accounting treatsiert finds a solution based on differing
accounting treatments that are rationalised beceaflgeting the economics and performance
of different types of contracts and the relatededént asset/liability management business
models.

Given the objectives stated above (which shoulghdre of the IFRS conceptual framework)
and the general objective of financial stabilitygeéther with the impact on our econorme
believe that in order to move to acceptable solutis the IASB should :

- Demonstrate, as part of an impact analysis, whedehaw its proposals are a ssufficient
improvement to warrant the costs that will be imedr compared to existing accounting
treatments applied under IFRS 4 such as : the gfojeof cash flows based on a discount
rate locked in at inception avoiding to pollute tperformance by undue volatility ;
accounting principles targeted, as opposed tocasfon the balance sheet , towards the
establishment of a credible net income, which mpnent in the context of the longest
term segment of the economies ; as well as tor gihmposals put forward by various
constituents.

- It being understood that any departure from the'egugh referred to above will be made at
the cost of undue volatility and undue complexitye IASB will have to be ready to see its
proposals subjected to thorough and extensive fiekting, unlike what has been
performed to date; there may be hope in constreativicomes if the discussions do not
lead to a bargaining of a set of highly technicalgmeters without clear consistency, but
rather if they go in the direction of respectingnsokey yet neglected key principles —
starting with reliability and prudence — mentioradmbve ;

- base any new proposals starting from the exacieobmtf contracts, as this is paramount.
We do not have the impression that the specifgitiethe contracts and of the way they
are managed have been factored in the project witfull appraisal of accounting
consequences, as opposed to the attempt of identify all costs a common denominator
where there may be none;

- take account of the issues at stake in this endeavhich go far beyond accounting, as
you know the weight of insurance companies and tiod¢ in financing our economies is
significantly more important than in other courgrz regions.

The ANC stands ready to assist the IASB in thipees

Our detailed comments as regards the questionsfispltg asked by the IASB are set out in
the attached Appendix 1.

Yours sincerely,

7~

Jérome HAAS



Appendix 1 : Comments on the questions set out im¢ ED 2013-07

Question 1—Adjusting the contractual service margin

Do you agree that financial statements would previglevant information that faithfully
represents the entity’s financial position and periance if differences between the current and
previous estimates of the present value of futash ¢lows if:
a) differences between the current and previousnaseés of the present value of future cash
flows related to future coverage and other futueevices are added to, or deducted from, the
contractual service margin, subject to the conditibat the contractual service margin should
not be negative; and
b) differences between the current and previousnasts of the present value of future cash
flows that do not relate to future coverage andeottluture services are recognised immediately
in profit or loss?

Why or why not? If not, what would you recommendiahy?

The ANC welcomes the revised proposals of the IASBr not locking the contractual service
margin

In our comment letter to the initial ED on Insurancontracts issued in July 2010 the ANC
recommended that the IASB investigates a prospeetdjustment of the residual margin (now
known as the contractual service margin). Condiistemith the definition of the contractual
service margin set up in the ED, that is expectedré profits to be recognised when the services
are provided by the insurers over the life of tlmtcacts, we welcome the IASB’s revised
proposals that the contractual service margin shpubspectively be adjusted for the difference
between the current and previous estimates ofdutash flows related to future coverage and
other future services provided that the contracdealice margin should not be negative.

However, the ANC considers that the contractual seice margin should also be adjusted to
reflect the changes in the risk adjustment

However, in our previous comment letter we reconmuheenthat the IASB should develop a
subsequent measurement model in which the conédastuvice margin is prospectively adjusted
for the changes in future estimates and risk a&ahest so as to continue to reflect the expected
profit of the contract at the reporting date anasths from the initial recognition of the contract.
We note that in BC 32 the IASB considers that tbatm@ctual service margin would not be
adjusted to reflect the effects of changes in igleadjustment.

We consider that adjusting the contractual semieegin to reflect changes in the estimates of the
risk adjustment associated with future coveragd haltter reflect a current estimate of the
insurance contract since the measurement modabkedbon the measurement of the uncertainty of
the future cash flows.

Therefore, we do not support the proposal for dpisting the contractual service margin for
changes in the risk adjustment.



The ANC still believes that the contractual servicanargin should be released over both the
coverage and claims handling periods

Furthermore, the ANC still believes that contrayythat is stated in § 32, the contractual service
margin should be released over both the coveradeclams handling periods for the following
reasons:

- the insurer is providing services to the polidgleo over both the coverage and claims handling
periods, especially for non-life insurance consaas the services provided by the insurer to the
policyholder in order to fulfil its obligation toower a claim and to handle it until its ultimate
settlement due to the contractual obligations areimterrupted by the expiry of the coverage
period ;

- the fulfilment cash flows and the risk adjustmare projected and remeasured over the coverage
and claims handling periods.

The ANC considers that for participating contractsit is not relevant to exclude some services
provided under the contract to the adjusting of thecontractual service margin.

When it comes to participating contracts, we undexs that the services provided by the insurer
may cover a range of services which include theesbhthe returns on underlying items between
policyholders and shareholders. We consider thatifsue needs further consideration before
finalising the standard in order to appropriatadftact the performance of participating contracts
in profit or loss when services including partidipa in asset performance are provided over the
life of the contracts.

The ANC notes that the ED does not explicitly addres the way to recognise future
favourable changes in estimates when the contractuaservice margin has been fully
exhausted

If the ED is clear that the contractual service gimashould be adjusted for both favourable and
unfavourable changes in estimates of the futurk fias/s that relate to future coverage and other
futures services, the ED does not explicitly adsitbe way the contractual service margin should
increase once that contractual service margin bas fully exhausted.

The ANC considers that the favourable adjustmehthe contractual service margin should be
recognised in profit or losgp to the losses that have been previously recedrirs profit and loss
when the contract became onerous both at inceptidrsubsequently.



Question 2 — Contracts that require the entity told underlying items and specify a link to
returns on those underlying items
If a contract requires an entity to hold underlyimgms and specifies a link between the
payments to the policyholder and the returns ors¢handerlying items, do you agree that
financial statements would provide relevant infotima that faithfully represents the entity’s
financial position and performance if the entity:
(a) measures the fulfilment cash flows that are expletdevary directly with returns on
underlying items by reference to the carrying amairthe underlying items?
(b) measures the fulfilment cash flows that are noeetgul to vary directly with returns gn
underlying items, for example, fixed payments $ipeciby the contract, options
embedded in the insurance contract that are noasgpd and guarantees of minimum
payments that are embedded in the contract anddhmatot separated, in accordance
with the other requirements of the [draft] Stand#el using the expected value of the full
range of possible outcomes to measure insuranctamis and taking into account risk
and the time value of money)?
(c) recognises changes in the fulfilment cash flow®ksws:
(i) changes in the fulfilment cash flows that axpexted to vary directly with returns on
the underlying items would be recognised in profitloss or other comprehensiye
income on the same basis as the recognition ofgdgwim the value of those underlying
items;
(i) changes in the fulflment cash flows that angpected to vary indirectly with the
returns on the underlying items would be recognisqatofit or loss; and
(i) changes in the fulfilment cash flows that aret expected to vary with the returns
on the underlying items, including those that atpexted to vary with other factors (for
example, with mortality rates) and those that apeed (for example, fixed death
benefits), would be recognised in profit or lossl an other comprehensive income|in
accordance with the general requirements of thaffgiiStandard?

Why or why not? If not, what would you recommendiahy?

The ANC has serious concerns with the developmentf dhe “mirroring approach” as
designed in the ED

The ANC welcomes the development of requirementghwimtention is i) to address the linkage
between assets and liabilities in reporting peréomaoe and ii) to eliminate accounting mismatches
where the cash flows and the underlying items aren@mically matched especially for
participating contracts.

However, the ANC has serious concerns with the ldpwmeent of the “mirroring approach” as
designed by the IASB in § 33, 34 and 66 of the 2BID3

This is all the more significant given the fact tthgarticipating contracts represent the most
material liability for the French life insurancedimstry with equally material portfolios of assets
backing them, like for most of other insurance stdes in Europe and worldwide.

Firstly, it is unclear whether the scope of thetcacts that may qualify for the mirroring approach
as defined in B83-B84 will cover all contracts fahich the need to reflect in performance
reporting the dependency of assets and liabilitben cash flows are economically matched is
relevant, as for instance in the case of insuraecdracts for which there are no requirement to
hold the underlying items. The ANC considers thihtparticipating contracts based on very
similar economic characteristics should be accalfde in the same way, regardless of whether
they meet the formal criteria set up by the ED.



Beyond that point, the ANC firmly rejects the prepts set out in 8 66, B85, B86 which imply to
breakdown a single contract subject to the mirg@pproach in three categories of cash flows
depending on how they more or less directly ortdeary with the underlying items with specific
measurement and presentation requirements footioeving reasons :

- The breakdown implies to bifurcate and value sepbraash flows in an artificial way which
has absolutely nothing to do with the way the aithas been designed to operate ;

- Options and guarantees embedded in insurance ctmtese an integrated part of the
probability-weighted cash flows, separate measunémmkoptions and guarantees embedded
in the contract from the probably—weighted estinaftéuture cash flows is not practicable
and cannot be calculated without taking into casrgition all the cash flows. In addition, the
accounting treatment proposed as regards the tmsh felated to changes in the time value
of options and guarantees creates undue artifi@&tility in profit or loss which is not
representative of the long-term performance ofesu;

- Contrary to the proposals set out in the ED, itas possible to determine the cash flows that
are expected to vary directly with returns on uhdleg items in a stable portion of the assets
as for the majority of contracts this portion woalttually change over the life of the contract.

Consequently, the breakdown required by “the mimgapproach” leads to an artificial, unduly

complex and arbitrary breakdown of cash flows thiitnot enhancehe usefulness of the financial

statements ; to the contrary such undue complewityld make it impossible for insurers to explain
their business to users using IFRS, with a riskuofher than hitherto disconnecting financial
reporting with financial communication.

The ANC urges the IASB to consider alternative soliions to the mirroring approach
proposed by the ED

In view of the above, the ANC is of the view thatrther work is needed by the IASB to
appropriately reflect insurers’ business model. ANC urges the IASB to consider alternative
approaches in developing solution(s) that would enappropriately reflect in performance
reporting the long term business model driven lgylittkage between assets and liabilities.

There is potentially a number of proposals thatlddae considered to limit undue volatility,
which range from a cost/cost model with currenbinfation in the notes, to more complex
models and concepts as a fair value/current valogein and intermediate solutions such as OCI
for both sides of the balance sheet, using a fuliipckedmargin approach and an asset return
based discount rate approach and/or a combinatidifferent solutions or variants thereof.

With considering such proposals, the ANC considdrat the Board will indeed have
accomplished a major step in improving financiglaring if, from a starting point of an array of
different (because national) accounting treatmeiitsfinds a solution based on differing
accounting treatments that are rationalised beceafeeting the economics and performance of
different types of contracts and the different d8ability management business models.



Question 3—Presentation of insurance contract reuenand expenses

Do you agree that financial statements would previglevant information that faithfully
represents the entity’s financial performanceaf, &ll insurance contracts, an entity presents; in
profit or loss, insurance contract revenue and eges, rather than information about the
changes in the components of the insurance costact

Why or why not? If not, what would you recommendiahy?

In our comment letter to the initial 2010 ED, th&l@ has previously expressed support for the
summarised margin approach which is consistent Wighproposed measurement model in the
statement of financial position and which providssrs with useful information.

We consider that the 2013 revised proposals okptinjg all expected future premiums over time
are based on a theoretical notional allocatiorhefihsurance liability and therefore the revenue
generated from these insurance liabilities, espigcia the context of long term contracts
including participating contracts is also baseddheoretical notional concept.

We are concerned that the proposals imply to excthd investment component from insurance
contract revenue whereas in the measurement afisheance contract, the investment component
is not unbundled. We are of the view that in additio contradicting the principle of considering
the insurance contract as a whole for the liabilitys presentation will introduce undue
complexity and arbitrary assumptions in order tt pmponents that are not distinct and highly
interrelated with the insurance component.

We question whether this presentation will be usédu and benefit to users compared to the
undue cost which will be necessary for preparergmplement this new approach which has
nothing in common with any concepts that are culyensed to recognise insurance contract
revenue.

Nevertheless, we agree that information about premsj claims and expenses particularly for
non-life business may be useful to users of fir@neiatements (such as volume information or
information needed for the determination of the lk®yformance indicators and performance
metrics). We consider that such information shah&tefore be included in the notes.

In this respect, we reiterate our previous positbreing in favour of the summarised margin
approach with quantitative disclosures.



Question 4—Interest expense in profit or loss

Do you agree that financial statements would previglevant information that faithfully
represents the entity’s financial performance ifeantity is required to segregate the effects of| the
underwriting performance from the effects of thargdes in the discount rates by:
(@) recognising, in profit or loss, the interest expemetermined using the discount rates
that applied at the date that the contract wagaitli recognised. For cash flows that are
expected to vary directly with returns on undenrlyitems, the entity shall update thgse
discount rates when the entity expects any chamgd®se returns to affect the amount
of those cash flows; and
(b) recognising, in other comprehensive income, themihce between:
(i) the carrying amount of the insurance contradasured using the discount rates that applied
at the reporting date; and
(i) the carrying amount of the insurance contraotasured using the discount rates that applied
at the date that the contract was initially recogpgd. For cash flows that are expected to vary
directly with returns on underlying items, the gnshall update those discount rates when|the
entity expects any changes in those returns tatafie amount of
those cash flows?

Why or why not? If not, what would you recommendiahy?

In our comment letter to the initial 2010 ED, thBI@ has previously recommended that the IASB
should investigate solutions, coupled with a protipe adjustment of the contractual service
margin for the futures changes in estimates thatidveliminate the undue volatility in the income
statement which does not appropriately reflectithe horizon of insurance liabilities.

One of the solutions mentioned in our previous cemimetter was to present in OCI, separately
from the income statement, the changes in valueeofnsurance liabilities due to the changes in
the discount rate and the changes in the valudhefbaicking financial assets, with recycling
through the income statement, should the insuraswdracts and these financial assets be
measured on a current value basis.

Therefore, we welcome the IASB’s proposal to segi@the effects of the changes in the discount
rate in OCI so that profit or loss is not obscuogdshort-term movements in discount rates.
However, whilst progress has been made with thssedvinsurance contracts ED, we emphasise
that an appropriate interaction between the acaogifbr insurance liabilities and the accounting
for assets held by insurers backing their lialgfitis essential to convey relevant information &abou
the insurers’ performance.

The ANC considers that the current proposals inEBewhen taken together with the proposals
for IFRS 9 still do not adequately achieve thiseahye.

The ANC reiterates its comments made on IASB ED2MILlassification and measurement:
limited amendments to IFRS 9 :

- We still believe that the third category at faiftuethrough OCI proposed by the IASB should
not be limited only to basic debt instruments. Exéension of this category FV-OCI to all
financial instruments (which would include derivass) is fundamental to insurance
companies as they invest in different types of rfgia instruments which are managed
globally in relation with the time horizon of thesbligations towards policyholders so as to
appropriately reflect their asset liability managin business model and their long term
performance ;
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- The prohibition of recycling between OCI and prditioss for equity instruments will result
in a misrepresentation of the performance of ediin the income statement.

Beyond our previous general comments on the agstas mentioned in our answer to question
2, the ANC is of the view that further work is neddby the IASB to appropriately portray, and in
a prudent and reliable way, the long term busimesdel and performance of insurers, taking into
account the specificities of their contracts, wiilet creating undue complexity and volatility in

the income statement.

Question 5—Effective date and transition
Do you agree that the proposed approach to tramsitappropriately balances comparability
with verifiability?

Why or why not? If not, what do you suggest and2why

In our comment letter to the initial ED Insurancesitracts issued in July 2010 the ANC strongly
disagreed with the proposal to not calculate asydtal margin (now known as the contractual
service margin) at the date of transition.

Therefore, we welcome the IASB’s revised propos$atsa retrospective application which is a
key approach to enable appropriate future trermhiparative information about the performance
of existing and future contracts after the dateafsition.

However, as highlighted in our answer to questiotind interaction of the insurance standard with
the implementation of IFRS 9 is a critical and Maspect. We still believe that IFRS 9 and IFRS 4
phase 2 should be applied mandatorily at the saate, aarlier application being allowed.
Otherwise the usefulness of financial reportingtle period between IFRS9 and IFRS 4
adoptions will be put into question as preparers @asers will experience two major changes in
short succession with very significant consequentegew of how insurers run their business.

In addition, as mentioned in our answer to quesgiotne ANC is of the view that further work is
needed by the IASB to appropriately reflect thauress’ business model. Should the mandatory
application dates of IFRS 9 and IFRS 4 phase licnotcide, entities should be able to revisit the
accounting policies adopted upon initial applicataf IFRS 9 when implementing later the new
IFRS 4 phase.2
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Question 6—The likely effects of a Standard for umaince contracts

Considering the proposed Standard as a whole, dotlyimk that the costs of complying with the
proposed requirements are justified by the bendiits the information will provide? How are
those costs and benefits affected by the propas&dsiestions 1-5?
How do the costs and benefits compare with anyredtere approach that you propose and wjith
the proposals in the 2010 Exposure Draft?

Please describe the likely effect of the proposeddard as a whole on:

(@) the transparency in the financial statementshaf effects of insurance contracts and the
comparability between financial statements of diffé entities that issue insurance contragts;
and (b) the compliance costs for preparers and dbsts for users of financial statements to
understand the information produced, both on ihdipplication and on an on going basis.

The feedback received from the constituents ofimsurance working group who were involved
in a process to try to field test the new propos#isss that the implementation of the proposals
would introduce substantial complexity and assedatompliance costs without providing
appropriate financial information for users in partar with respect to the followings areas:

- the proposals for participating contracts
- the presentation of revenue especially for theifigirance industry

The ANC is of the view that the new proposals addtlaer layer of undue complexity to the
inherent complexity of the insurance business.

As a general comment we do not have the impresgiah the specificities of the different
economics of insurance contracts and insurer’sniegsi model that exist in practice have been
factored in the project with a full appraisal otaanting consequences, as opposed to the attempt
of identifying at all costs a common denominatoeventhere may be none.

Question 7

Do you agree that the proposals are drafted chearid reflect the decision made by the IASB?
If not, please describe any proposal that is neacl How would you clarify it?

Regardless of the criticisms already raised orptbposals of the exposure draft in our answers to
the previous questions, we are not confident thafproposals as drafted in the exposure draft can
achieve the objective to be consistently understoadrpreted and applied.

Indeed, our finding is that constituents of oururmace working group (which is composed by
preparers, auditors, regulators, supervisors iragin the insurance industry for a long time) have
spent a considerable amount of time to understamdthe proposals of the exposure draft set out
in several parts of the ED (the standard itsel, dpplication guidance, the basis for conclusions
and the illustrative examples) would interactwigttle other within the overall model. This issue is
even more relevant when it comes to understandimgthe exceptions made for contracts eligible
for the “mirroring approach” should be articulateth the general model.

In this context, we stress that before finalising tinal standard, the IASB will have to be reaaly t
see its proposals as a whole subjected to thorandlextensive field testing, unlike what has
been performed to date.
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Additional comments

The discount rate should reflect the economicshef insurance contracts within the insurers’
business model. The ANC notes that the IASB hasaddtessed its conceptual concerns around
the discount rate proposed in the 2010 ED, in @adr how and if illiquidity should be
considered The ANC encourages the IASB to consider this idsuther before finalising the
standard in conjunction with potential adjustmeatsl evolutions to its proposals: suitable
solutions, including in terms of disclosures, wilave to be found which appropriately help
understand the mechanisms and assumptions made bgsurers as regards the discount rates
applied to measure insurance contracts.

With regard to disclosure requirements, in the gaah 83.b, the ED prescribes that an entity
shall disclose the methods and inputs that are tesedtimate discount rates and this could be the
basis to also require the disclosure of the sietgenents that would be added (in the bottom-up
approach) or deducted (in the top-down approaclgetao the final discount rate. In addition, it
would be useful that insurers disclose the extapmi method they use.
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