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The CIA welcomes the opportunity to comment on the Discussion Paper entitled, 
Discussion Paper: Preliminary Views on Insurance Contracts prepared by the IASB. We 
applaud the work that has been done and congratulate the IASB on preparing such a well 
written and comprehensive document. 

To summarize our principal comments: 

• The CIA supports the concept of unconstrained exit value and the three building 
blocks described in the Discussion Paper. A somewhat similar approach has been 
used successfully in Canada for 15 years. We have included a summary of 
Canada’s experience with this approach in an appendix that we hope will be of 
value to the IASB. 

• The CIA supports the goal of consistency and comparability of reporting and 
believes that, ideally, IAS 18 and IAS 39 should be modified to harmonize with 
the proposed insurance standard. 

• The CIA believes it is vital to eliminate all accounting mismatches and that assets 
and liabilities should be measured on consistent bases. 

• The CIA encourages the IASB to establish a formal structure for providing 
actuarial guidance to supplement the Insurance Contracts Standard. Such a 
structure would further the goals of international consistency and comparability 
by avoiding a situation where each country defines its own version of actuarial 
valuation. We recommend that the IASB designate the International Actuarial 
Association as the organization to provide supplemental actuarial guidance. 

CHAPTER 2 

Question 1:  

Should the recognition and derecognition requirements for insurance contracts be 
consistent with those in IAS 39 for financial instruments? Why or why not? 

Response to Question 1: 
In addition to issuing insurance contracts, insurance companies in Canada also issue 
contracts that will fall within the scope of IAS 39. Therefore, in the interests of 
comparability of reporting of contracts written by insurers in Canada, we would prefer 
that all requirements, including those for recognition and derecognition, be consistent. 

In principle, we support the criteria for recognition/derecognition in paragraphs 27/29 of 
the Discussion Paper. However, we note that since these criteria for recognition are 
different from those used in Canada today, the proposed criteria could cause practical 
difficulties for many insurers, though we would expect that any differences would have 
immaterial financial effects. 

CHAPTER 3 

Question 2: 

Should an insurer measure all its insurance liabilities using the following three building 
blocks: 
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(a) explicit, unbiased, market-consistent, probability-weighted and current estimates 
of the contractual cash flows, 

(b) current market discount rates that adjust the estimated future cash flows for the 
time value of money, and 

(c) an explicit and unbiased estimate of the margin that market participants require 
for bearing risk (a risk margin) and for providing other services, if any (a service 
margin)? 

If not, what approach do you provide, and why? 

Response to Question 2: 
We agree with the above approach for the measurement of insurance liabilities. 

As a point of note, we believe that the concept of “current exit value” should first be 
defined and identified as the fundamental paradigm for determining value. Because 
reliable direct market information about current exit value is not readily available for 
insurance liabilities, the above three building blocks would then be positioned as the 
appropriate approach for estimating current exit value of insurance liabilities. We believe 
this view is consistent with paragraph 93 of the Discussion Paper. 

2(a) We support an approach based on explicit, unbiased, market-consistent, probability-
weighted and current estimates of contractual cash flows. However, we note that 
determining expected present values does not always require the application of multiple 
scenarios as implied by paragraph 40 of Chapter 3. For many assumptions, it is sufficient 
to use a single scenario that represents the current best estimate of that assumption. We 
would encourage the IASB to remove the implication that scenario testing is required for 
each and every assumption used in the current estimate of future cash flows. 

2(b) On the topic of discount rates, we recommend that the IASB clarify whether it 
intends that risk-free discount rates be used. Many of our members interpret the 
Discussion Paper as requiring risk-free discount rates, a position that is supported by 
many of our Property & Casualty Insurance practitioners. Others interpret the Discussion 
Paper as allowing higher than risk-free discount rates to reflect the credit characteristics 
of the liability, a position that is supported by many of our Life Insurance practitioners. 
Please see the response to Question #14 for further comments. 

2(c) We also believe it would be helpful for the IASB to clarify the concept of service 
margins. In our view, service margins would appear to be redundant if the current 
estimate includes all contractual cash flows (including those related to services provided 
under the contract) and the risk margin provides for the associated risk. 

Question 3:  

Is the draft guidance on cash flows (Appendix E) and risk margins (Appendix F) at the 
right level of detail? Should any of that guidance be modified, deleted or extended? Why 
or why not? 

Response to Question 3: 
We believe that the draft guidance on cash flows is at an appropriate level of detail. 
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However, the guidance on risk margins, in particular paragraph F9, appears to allow for a 
number of very different approaches to be deemed consistent with the principles of the 
paper. Allowing such a wide range of practice will, in our view, fail to achieve the goal of 
comparability of reporting. 

Therefore, we believe that the IASB should provide more definitive guidance regarding 
the objectives and characteristics of an appropriate method for determining risk margins. 
Further, we would encourage the IASB to recommend a particular method, or, if that is 
not considered possible, all references to specific methods should be deleted. References 
to many different methods will undoubtedly be construed as endorsement of those 
methods, paving the way for different entities to report using different methods and a 
consequent lack of consistency and comparability. 

Question 4: 

What role should the actual premium charged by the insurer play in the calibration of 
margins, and why? Please say which of the following alternatives you support. 

(a) The insurer should calibrate the margin directly to the actual premium (less 
relevant acquisition costs), subject to a liability adequacy test. As a result, an 
insurer should never recognize a profit at the inception of an insurance contract. 

(b) There should be a rebuttable presumption that the margin implied by the actual 
premium (less relevant acquisition costs) is consistent with the margin that 
market participants require. If you prefer this approach, what evidence should be 
needed to rebut the presumption? 

(c) The premium (less relevant acquisition costs) may provide evidence of the margin 
that market participants would require, but has no higher status than other 
possible evidence. In most cases, insurance contracts are expected to provide a 
margin consistent with the requirements of market participants. Therefore, if a 
significant profit or loss appears to arise at inception, further investigation is 
needed. Nevertheless, if the insurer concludes, after further investigation, that the 
estimated market price for risk and service differs from the price implied by the 
premiums that it charges, the insurer would recognize a profit or loss at 
inception. 

(d) Other (please specify). 

Response to Question 4: 
We agree strongly with approach (c), since it is clearly most consistent with the 
underlying principles of current exit value, which we support. In particular, it provides 
the most relevant and reliable information to users because it requires that all available 
information be utilized. 

Moreover, this approach has been used successfully for life insurance in Canada for 15 
years. Two suggestions, which were helpful in gaining acceptance of the approach in 
Canada, are to require disclosure of the amount of profit or loss recognized at inception, 
and to develop appropriate standards regarding the level of risk margin. 

We note that this question addresses only the issue of how to calibrate the risk margin at 
issue of a new policy. An equally important question is how to calibrate the risk margin 



Submission November 2007 

at other times over a contract’s life. We would encourage the IASB to provide more 
guidance in this latter area, and believe that such consideration will lend further support 
to using approach (c) for calibration at issue. 

Another area where further guidance would be helpful is the level at which the calibration 
should take place. That is, should calibration be at the level of the individual contract 
(which would be very onerous), the portfolio (which we would support), or something 
else? 

We reject approach (a) as inconsistent with the fundamental principles and objectives of 
the paper.  Approach (b) is a compromise that would work if the evidence needed to rebut 
that the presumption was reasonably wide-ranging, in practical terms bringing approach 
(b) close to approach (c). 

Question 5: 

The paper proposes that the measurement attribute for insurance liabilities should be the 
amount the insurer would expect to pay at the reporting date to transfer its remaining 
contractual rights and obligations immediately to another entity. The paper labels that 
measurement attribute “current exit value”. 

(a) Is that measurement attribute appropriate for insurance liabilities? Why or why 
not? If not, which measurement attribute do you favour, and why? 

(b) Is “current exit value” the best label for that measure attribute? Why or why not? 

Response to Question 5a: 
We support “current exit value” as an appropriate measurement attribute for insurance 
liabilities in the context of financial reporting. Though the concept may be somewhat 
fictional, it is a useful fiction, one that opens the door to actual comparability among 
reported values. 

The concept of “current exit value” could be made even more useful by enhancing the 
discussion and description of the “entity” to which the obligations are assumed to be 
transferred. We believe that the use of a universal standardized reference entity would 
help to promote consistency of measurement of liabilities. 

Response to Question 5b: 
The term “current exit value” is a good label for the measurement attribute as described. 
In particular, the phrase “exit value” is descriptive of the paradigm that the value is 
measured by the amount it would take to transfer the obligations to another entity. 

Furthermore, we believe it would be an improvement for the IASB to confirm that 
“current exit value”, as described in the paper, is synonymous with “fair value” for 
insurance contracts, or at least that current exit value is a reasonable proxy for the fair 
value of insurance contracts. 

CHAPTER 4 

Question 6: 

In this paper, beneficial policyholder behaviour refers to a policyholder’s exercise of a 
contractual option in a way that generates net economic benefits for the insurer. For 
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expected future cash flows resulting from beneficial policyholder behaviour, should an 
insurer: 

(a) incorporate them in the current exit value of a separately recognized customer 
relationship asset? Why or why not? 

(b) incorporate them, as a reduction, in the current exit value of insurance liabilities? 
Why or why not? 

(c) not recognize then? Why or why not? 

Response to Question 6: 
We strongly agree with (b) above, for a number of reasons. 

First, it is consistent with the objective (paragraphs 34, 39-43) of incorporating, in an 
unbiased way, all available information about the cash flows. To limit projected cash 
flows to only those that are adverse to the insurer would be ignoring important available 
information about the cash flows. Beneficial policyholder behaviour is a fact of life 
because individual human beings are motivated by many factors and only a very minor 
one of which is the consequent impact on the insurer. In Canada, we recognize the 
importance of incorporating anti-selection into the value of liabilities, but we are careful 
to measure such anti-selection by the effect on the policyholder rather than the effect on 
the insurer. In other words, when estimating future cash flows, we believe it is important 
to reflect the fact that policyholders will tend to act in their own best interests. However, 
this is not the same as suggesting that each and every individual policyholder will act 
against the insurer’s best interests at each and every opportunity. To do so would be to fly 
in the face of reality and provide meaningless information to users of the financial 
statements. 

Second, not to include beneficial cash flows arising from policyholder behaviour would 
be incompatible with the objective (paragraphs 34, 36-38) of consistency with observed 
market prices. Though the market for blocks of insurance liabilities is limited, in Canada 
it is clear that prospective purchasers of blocks of insurance business take into 
consideration all expected cash flows based on all available information. Beneficial 
policyholder behaviour is not arbitrarily ignored. 

Third, the concept of pooling and the law of large numbers is fundamental to insurance 
contracts. This is true not just for mortality risk but also for the risk of policy 
discontinuance. Assumptions about lapse or future premiums payments are only 
meaningful when applied to a portfolio of contracts. 

Fourth, we support the view that all cash flows relating to policyholder behaviour 
(whether beneficial or not) arise from the insurer’s contractual rights and obligations 
rather than from the customer relationship. Generally, in the example of a typical annual 
premium life insurance contract, both the insurer and the policyholder view the contract 
as a long-term contract containing a cancellation option that may be useful if a 
policyholder’s circumstances change. It is not a short-term contract where the insurer has 
an obligation to stand ready to accept the next premium should the policyholder choose to 
pay it. Though the policyholder has no contractual obligation to pay the next premium, 
the payment of that premium is an integral part of the original contract. 
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Finally, from a practical point of view, it would be impossible to exclude all beneficial 
policyholder behaviour.  Example 7 presented in Appendix G is truly frightening. To 
suggest that insurers should split the portfolio between policyholders who have become 
unhealthy and those who have remained healthy is just the tip of the possible iceberg. 
There are dozens of different attributes, many of which would be impossible to identify, 
that might be sources of beneficial policyholder behaviour. The issue of practicality is 
noted in paragraphs 144-145, and we are comforted, somewhat, by the IASB’s 
preliminary view (paragraph 147) that making such distinctions is simply not practical. 
However, we would prefer that the IASB reject the notion on the ground that it conflicts 
with the basic objectives of current exit value that are described in paragraph 34. 

Question 7: 

A list follows of possible criteria to determine which cash flows an insurer should 
recognise relating to beneficial policyholder behaviour. Which criterion should the 
Board adopt, and why? 

(a) Cash flows resulting from payments that policyholders must make to retain a right 
to guaranteed insurability (less additional benefit payments that result from those 
premiums). The Board favours this criterion, and defines guaranteed insurability 
as a right that permits continued coverage without reconfirmation of the 
policyholders’ risk profile and at a price that is contractually constrained. 

(b) All cash flows that arise from existing contracts, regardless of whether the insurer 
can enforce those cash flows. If you favour this criterion, how would you 
distinguish existing contracts from new contracts? 

(c) All cash flows that arise from those terms of existing contract that have 
commercial substance (i.e., have a discernible effect on the economics of the 
contract by significantly modifying the risk, amount or timing of the cash flows). 

(d) Cash flows resulting from payments that policyholder must make to retain a right 
to any guarantee that compels the insurer to stand ready, at a price that is 
contractually constrained, (i) to bear insurance risk or financial risk, or (ii) to 
provide other services. This criterion relates to all contractual guarantees, 
whereas the criterion described in (a) relates only to insurance risk. 

(e) No cash flows that result from beneficial policyholder behaviour. 

(f) Other (please specify). 

Response to Question 7: 
We favour criterion (b), for the reasons noted in the response to Question 6. It is 
consistent with the objectives of incorporating all available information in an unbiased 
way and consistent with observed market prices. Moreover, this approach has been used 
successfully for life insurance in Canada for 15 years. 

In Canada, we distinguish existing contracts from new contracts by whether or not the 
insurer has the unconstrained right to re-price the contract or reset the benefits. The 
details behind this approach are documented in the CIA Standards of Practice. 
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In practice, criterion (c) would likely lead to similar results as criterion (b). However, 
criterion (c) would add the complication of requiring a decision of whether commercial 
substance exists for each contract and for each scenario. Any perceived additional value 
is unlikely to be commensurate with the additional effort involved. 

We note that the adoption of criterion (a), which is currently favoured by the IASB, 
would create an issue for flexible premium Universal Life contracts. Under these 
contracts, policyholders can choose to pay a minimum amount of premium for minimum 
benefits or a higher amount of premium in return for more generous benefits, and can 
choose to change the amount of premium paid over time. Criterion (a) could be 
interpreted to imply that the insurer must assume that all policyholders choose to pay the 
minimum amount of premium at every opportunity. This is simply unrealistic, and is 
inconsistent with the measurement of liabilities on fixed premium contracts. 
Alternatively, the requirement of paragraph 154(c) implies that insurers would need to 
test every possible premium amount at every duration to determine the maximum 
possible liability. This is a practical impossibility, and, if it could be done, it would 
generate an unrealistic estimate of future cash flows. 

Adopting such requirements could force insurers either to discontinue offering flexible 
premium contracts, which would be detrimental to consumers, or to enter into 
transactions that would allow the recognition of future premiums as an intangible asset 
under IAS 38. 
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Question 8: 

Should an insurer recognise acquisition costs as an expense when incurred? Why or why 
not? 

Response to Question 8: 
Yes, acquisition costs should be recognized as expenses when they are incurred, just as 
any other expense is recognized. 

The real question is whether a future source of revenue to recover acquisition expenses 
should also be recognized. We believe that it is appropriate to recognize a future source 
of recovery in the context of current exit value, i.e., as part of the estimate of future cash 
flows and an appropriate risk margin. To the extent that future cash inflows exceed future 
cash outflows (with appropriate risk margin to reflect the uncertainty involved), there will 
be a negative liability available to offset part or all of the acquisition expenses incurred at 
issue of a policy. 

Question 9: 

Do you have any comments on the treatment of insurance contracts acquired in a 
business combination or portfolio transfer? 

Response to Question 9: 
In our view, liabilities for insurance contracts acquired in a business combination or 
portfolio transfer should be measured in the same manner as liabilities for direct written 
insurance contracts. This would provide the most useful information to users of financial 
statements. 

This objective would be accomplished quite simply if the standard were to stipulate that, 
for the purpose of business combinations, current exit value is taken to be fair value for 
insurance contracts. 

We note the price exchanged for a portfolio of contracts in a market transaction would 
likely differ from current exit value. The difference arises from items that would be 
recognized by a purchaser but which are not recognized in the measurement of liabilities, 
such as: 

• Synergies – purchasers of blocks of business routinely recognize the benefits of 
expense synergies, tax synergies and diversification when determining the price to 
be paid. 

• Goodwill – internally generated goodwill would be recognized in a business 
combination but not in current exit value. 

• Tax effects – a business combination would recognize the effect of taxes, 
particularly the timing of tax cash flows, while current exit value would not. 

• Entity-specific cash flows – the price paid in a business combination could 
include the effect of the purchaser’s entity-specific cash flows, while current exit 
value would not. 
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According to IFRS 3, these differences, subject to reassessment and recoverability, would 
be recognized on the purchaser’s balance sheet as goodwill or other intangible asset. 

CHAPTER 5 

Question 10: 

Do you have any comments on the measurement of assets to back insurance liabilities? 

Response to Question 10: 
We believe it is vital to eliminate all accounting mismatches. In particular, assets and 
liabilities should be measured on consistent bases. 

Question 11: 

Should risk margins: 

(a) be determined for a portfolio of insurance contracts? Why or why not? If yes, 
should the portfolio be defined as in IFRS 4 (a portfolio of contracts that are 
subject to broadly similar risks and managed together as a single portfolio)? Why 
or why not? 

(b) reflect the benefits of diversification between (and negative correlation between) 
portfolios? Why or why not? 

Response to Question 11a: 
We support the view that the risk margin should be determined at the portfolio level, as 
this is most consistent with the exit value approach. 

We support the principles underlying the definition of portfolio in IFRS 4. We note a 
possible difficulty with using the word “contracts” in the definition, as some insurance 
contracts are comprised of more than one distinct type of insurance coverage, and such a 
contract should be included in more than one portfolio. For example, it is common for 
automobile insurance contracts to include coverage for first-party physical damage as 
well as third-party liability. Thus, a particular automobile insurance contract should be 
included in two different portfolios. 

Also, we think the definition of portfolio could be improved by adding the concept of a 
“reference entity” to which the portfolio is hypothetically being transferred. In particular, 
the key criterion for identifying a portfolio is not whether the particular insurer actually 
manages the contracts together as a single portfolio, but whether the reference entity 
would manage them together. We support the general objective that two different insurers 
measuring the same block of business should arrive at substantively identical results. 
Thus, the risk margin in the liabilities should not be dependent on the insurer’s particular 
management practices. Such entity-specific differences should instead be reflected in 
solvency capital requirements. 

Response to Question 11b: 
We support the IASB’s preliminary view (paragraph 202(b)) that risk margins should not 
reflect the benefits of diversification between portfolios and negative correlation between 
portfolios. This approach supports the goal of comparability among insurers. The value 
assigned to a portfolio of insurance contracts should not depend on the existence (or 
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absence) of other portfolios of insurance contracts in a particular insurer. Such entity-
specific differences should instead be reflected in solvency capital requirements. 

An alternative that might be acceptable would be to allow risk margins to reflect the 
benefits of diversification between portfolios and negative correlation between portfolios 
of the standardized reference entity to which the portfolio is hypothetically being 
transferred. 

Question 12: 

(a) Should a cedant measure reinsurance assets at current exit value? Why or why 
not? 

(b) Do you agree that the consequences of measuring reinsurance assets at current 
exit value include the following? Why or why not? 

I. A risk margin typically increases the measurement of the reinsurance asset, 
and equals the risk margin for the corresponding part of the underlying 
insurance contract. 

II. An expected loss model would be used for defaults and disputes, not the 
insured loss model required by IFRS 4 and IAS 39. 

III. If the cedant has a contractual right to obtain reinsurance for contracts that 
it has not yet issued, the current exit value of the cedant’s reinsurance asset 
includes the current exit value of that right. However, the current exit value 
of that contractual right is not likely to be material if it related to insurance 
contracts that will be priced at current exit value. 

Response to Question 12a: 
We support the view that reinsurance assets should be measured at current exit value 
since this is consistent with the basis of measurement of the associated direct written 
contract. 

Response to Question 12b: 
I.  Though it appears paradoxical that a risk margin could increase the value of an asset, 
we agree that it is a consequence of measuring reinsurance assets at current exit value. 
However, the risk margin would not be exactly equal to the risk margin for the 
corresponding part of the underlying insurance contract because the risk margin for the 
reinsurance asset must include an extra element related to the credit risk of the reinsurer. 
The value of the reinsurance asset would be reduced to reflect the risk that the reinsurer 
may not honour its obligations to the insurer. 

II.  As could be inferred from our response to I above, we support the expected loss 
model for defaults and disputes on reinsurance assets. 

III.  It seems inconsistent with the principles underlying recognition (paragraph 27) that a 
reinsurance liability or asset could be recognized when the direct written policies that 
generate the reinsurance liability or asset have not yet been recognized. We recommend 
the IASB clarify the circumstances under which such recognition would be appropriate. 
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Question 13: 

If an insurance contract contains deposit or service components, should an insurer 
unbundle them? Why or why not? 

Response to Question 13: 
As discussed above, we believe that ideally, inconsistencies in the valuation of insurance 
contracts, investment contracts and service contracts should be eliminated. This would 
make the question of unbundling moot, since it would then make no difference in the 
financial statements whether or not there was unbundling. 

If inconsistencies in valuation are not eliminated, we could, in theory, support the view 
that unbundling is appropriate for components that are not interdependent. However, 
from a practical point of view, any benefits of unbundling may not be commensurate with 
the effort involved. 

Question 14: 

(a) Is the current exit value of a liability the price for a transfer that neither improves 
nor impairs its credit characteristics? Why or why not? 

(b) Should the measurement of an insurance liability reflect (i) its credit 
characteristics at inception and (ii) subsequent changes in their effect? Why or 
why not? 

Response to Question 14: 
We recognize that it will be difficult to achieve consensus in the debate about reflecting 
credit characteristics in the value of the liability. In general, we believe that it would be 
inappropriate to reflect changes in credit characteristics in the value of a liability, since it 
is paradoxical to allow an insurer to reduce the value of liabilities merely because it has 
become less likely that the insurer will honour its obligations. 

One possible approach we could support would be to base the value of the liability on the 
credit characteristics of the portfolio within a standardized reference entity to which the 
portfolio is hypothetically being transferred. In other words, all insurers would measure 
the value of a portfolio using the same credit characteristics. We believe this would be 
consistent with the IASB’s preliminary views as stated in paragraphs 69 and 232 of the 
Discussion Paper. 

In Canada, the credit characteristics of insurance portfolios are influenced by a strong 
regulatory environment and industry guarantee associations. The current infrastructure 
and developments in the area of capital requirements suggest that the Canadian industry 
will be regulated to stay at credit quality similar to an AA rating. 

Therefore, if the IASB adopts the position that credit characteristics should be reflected, 
the appropriate discount rates to use in the valuation of insurance liabilities in Canada 
would be current market rates available on other Canadian AA instruments that match the 
timing of liability cash flows. As further support for this position, we note that using AA 
discount rates is generally more consistent with industry pricing and appraisal practices 
than using risk-free rates would be, and thus is more consistent with the concept of 
current exit value. 
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Because of the very long-term nature of some insurance liability cash flows, discount 
rates would be required for durations where markets are incomplete or supply/demand 
imbalances exist. Further research would be required to determine a complete set of 
discount rates consistent with the IASB’s position. 

Note that we interpret paragraph 232(b) to require disclosure (for newly-issued contracts) 
of the difference between the liabilities held and the liabilities valued using risk-free 
discount rates. 

Question 15: 

Appendix B identifies some inconsistencies between the proposed treatment of insurance 
liabilities and the existing treatment under IAS 39 of financial liabilities. Should the 
Board consider changing the treatment of some or all financial liabilities to avoid those 
inconsistencies? If so what changes should the Board consider, and why? 

Response to Question 15: 
As discussed above, we believe that, ideally, accounting inconsistencies should be 
eliminated. 

CHAPTER 6 
Question 16: 

(a) For participating contracts, should the cash flows for each scenario incorporate 
an unbiased estimate of the policyholder dividends payable in that scenario to 
satisfy a legal or constructive obligation that exists at the reporting date? Why or 
why not? 

(b) An exposure draft of June 2005 proposed amendments to IAS 37 (see paragraphs 
247-253). Do these proposals give enough guidance for an insurer to determine 
when a participating contract gives rise to a legal or constructive obligation to 
pay policyholder dividends? 

Response to Question 16: 
We support the view that for participating contracts, the cash flows for each scenario 
should incorporate an unbiased estimate of the policyholder dividends payable in that 
scenario to satisfy a legal or constructive obligation that exists at the reporting date. This 
is consistent with the nature of the contracts and will provide meaningful information to 
users of financial statements. 

In Canada, our current approach is to include in cash flows those policyholder dividends 
that are consistent with “policyholders’ reasonable expectations” (“PRE”), a concept that 
is described in detail in the CIA Standards of Practice. However, our PRE approach is 
very similar to the description of constructive obligation given in paragraphs 247-253 of 
the paper. We believe that including policyholder dividends to satisfy a legal or 
constructive obligation will work well for Canadian participating products. 

Question 17: 

Should the Board do some or all of the following to eliminate accounting mismatches that 
could arise for unit-linked contracts? Why or why not? 
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(a) Permit or require insurers to recognize treasury shares as an asset if they are 
held to back a unit-linked liability (even though they do not meet the Framework’s 
definition of an asset). 

(b) Permit or require insurers to recognise internally generated goodwill for a 
subsidiary if the investment in that subsidiary is held to back a unit-linked liability 
(even though IFRSs prohibit the recognition of internally generated goodwill in 
all other cases). 

(c) Permit or require insurer to measure assets at fair value through profit or loss if 
they are held to back a unit-linked liability (even if IFRSs do not permit that 
treatment for identical assets held for another purpose). 

(d) Exclude from the current exit value of a unit-linked liability any differences 
between the carrying amount of the assets held to back that liability and their fair 
value (even though some view this as conflicting with the definition of current exit 
value). 

Response to Question 17: 
In general, we do not support inconsistent measurement of assets and therefore do not 
support (a) to (c) above. However, if the IASB decides to adopt any of these approaches, 
in the interests of comparability, they should be imposed as requirements and not be 
allowed to be discretionary. 

We would support approach (d) in situations where the benefit cash flows are directly 
linked to the value of the underlying asset. We do not believe that this conflicts with the 
definition of current exit value because, in such situations of transfer, the underlying 
assets would always be transferred with the liabilities, and any rational transferee would 
reflect any difference between the fair value and carrying value of those assets in 
determining the price to be paid for the block. 

Approach (d) has been used successfully for many years in Canada to measure all 
insurance liabilities. We measure the liability as the carrying value of the assets required 
to discharge the obligations. Though this “value in settlement” approach is different from 
“current exit value,” it is not inconsistent with current exit value in situations where the 
assets are transferred to another entity together with the liabilities. 

CHAPTER 7 

Question 18: 

Should an insurer present premiums as revenue or as deposits? Why? 

Response to Question 18: 
We believe that the presentation should be determined by the nature of the contract rather 
than the reporting entity. The question should read, “Should premiums for insurance 
contracts be presented as revenue or as deposits?” 

For insurance contracts, we believe that the current practice of presenting premiums as 
revenues should be retained. 
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Question 19: 

Which items of income and expense should an insurer present separately on the face of 
its income statement? Why? 

Response to Question 19: 
No comment. 

Question 20: 

Should the income statement include all income and expense arising from changes in 
insurance liabilities? Why or why not? 

Response to Question 20: 
We support the IASB’s preliminary view (paragraph 329) that profit or loss should 
include all changes in the carrying amount of insurance liabilities. We contend that any 
situation where “shadow accounting” appears to be necessary is a situation where there is 
an accounting mismatch that should be eliminated. To solve the fundamental issue of 
accounting mismatches by a patchwork of special situations of inconsistent reporting is, 
in our view, a significant and ill-advised step backward. 

To be clear, we do not consider the approach supported in the response to Question 17(d) 
to be “shadow accounting.” As noted, we believe that such an adjustment is necessary for 
situations where the benefit cash flows are directly linked to the value of a certain 
portfolio of assets. 

OTHER MATTERS 

Question 21: 

Do you have other comments on this paper? 

Response to Question 21: 
a) We support the goal of comparability of reporting, but we believe the IASB 

should define more clearly what it means by “comparability.” For example, is it 
expected that two insurers in different countries would place the same value on an 
identical portfolio of insurance contracts? If not, what factors might cause 
legitimate differences? Possibilities include: 

• discount rates; 

• currency; 

• taxes; 

• risk margins if risk margins depend on an amount of capital or cost of capital 
that varies by country. 

b) In support of the goal of comparability, we believe that more definitive guidance 
on discount rates is required. 

c) We believe the IASB should consider the issue of whether discounting is 
appropriate for deferred tax assets and deferred tax liabilities. Some insurance 
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liabilities have very long durations and the effect of tax timing differences in 
some jurisdictions is material. Failure to discount deferred tax balances could 
result in a material distortion of the financial statements and inappropriate front-
ending of profits/losses on insurance contracts where the effect of tax timing is 
properly reflected in the premiums charged. 
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APPENDIX  

COMMENTS ON THE CANADIAN APPROACH 

Using the terminology of the Discussion Paper, one could describe the Canadian 
approach, which has been in effect since 1991, as using the three building blocks of the 
measurement model toward the objective of establishing a liability equal to the amount of 
the insurer’s assets needed to settle the outstanding contractual rights and obligations. 

The key differences between the existing Canadian approach and that presented in the 
Discussion Paper are noted as follows. 

1. Contractual cash flows in the Canadian approach are entity consistent rather than 
market consistent. 

2. The discount rates are effectively established using the expected cash flows from 
the actual assets assigned to support the specific liabilities rather than current 
market discount rates. A provision for interest rate risk is included in the liability, 
and assets and liabilities are measured consistently. 

It should be noted that the Canadian set of accounts has been used for both public 
accounting and regulatory purposes. In addition, Canada enjoys the benefits of a strong 
actuarial profession and the profession has been recognized under Canadian legislation 
by requiring that the published financial statement of an insurance company include the 
formal opinion of the Appointed Actuary regarding the appropriateness of the policy 
liabilities presented therein. A good working relationship exists among the actuarial, 
accounting, and audit professions, as well as active regulators. 

Given the similarity of the Canadian approach to that proposed, we felt it would be useful 
to provide some insight into how some of the issues in the Discussion Paper have been 
addressed in Canada. 

Profit at inception 
A concern similar to that identified in the Discussion Paper arose when the Canadian 
approach for life insurance was first introduced. In Canada, the approach that has been 
adopted is in essence that proposed by the majority of the IASB and, over the fifteen 
years of its operation in Canada, the emergence of profit at contract inception has not 
been a significant issue. 

Three points that have contributed to the success of the approach should be noted. 

1. There was a requirement that initial calculations be performed by life insurance 
companies prior to implementation and demonstrations regarding the level of 
profit or loss for current business and comparisons with the level of existing 
liabilities were reviewed. Since both regulatory and public accounting financial 
statements are required by law to report the same liabilities, the regulator played a 
key role in this initial review. 

2. Robust actuarial standards had been established regarding the selection of the 
margins. 
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3. There is a continuing requirement for an analysis that details profit or loss at issue 
of new life insurance business, expected release of margins, experience gains or 
losses by source and the effect of changes in assumptions. 

As confidence in the approach evolved, it was observed that a narrowing of the range of 
practice occurred and that the reports noted in 3 above became part of public “source of 
earnings” disclosure. To date, recognition of profit at issue has been rare and has not been 
of notable concern for regulators and analysts. 

This has allowed a principles-based approach to be used and that has provided 
consistency in the establishment of margins both at issue and at subsequent points of 
measurement during the life of an insurance contract. 

Calibration of Margins 
The Canadian methodology for establishing margins has its theoretical roots in a quantile 
approach. It offers a range within which the margins should lie. It relies on the judgement 
of the actuary to choose within that range an appropriate level, based on considerations of 
the risk of the product, economic and financial circumstances and other available 
information. The breadth of the range is constrained by actuarial standards. The Canadian 
approach offers a practical alternative that can be used even when probability 
distributions are not well known.  Its relative simplicity has allowed general application. 

Other than the approach to the discount rate, the margins under the Canadian approach 
meet the objectives and criteria outlined in Section F of the Discussion Paper. The margin 
is not a smoothing mechanism. The emergence of the margin over time is constrained and 
follows a pattern close to a release from risk approach. 

The disclosure of any profit or loss on new business implies a market calibration based 
on the reasonableness of the judgement in the selection of the margin. The source of 
earnings disclosure provides another mechanism for monitoring margin releases. 

Premium Recognition 
The approach taken in Canada has been that all premiums on existing contracts should be 
recognized. We distinguish existing contracts from new contracts by whether or not the 
insurer has the unconstrained right to re-price the contract or to reset the benefits. 

Through the measurement methodology, the expected value of the future premium is 
included in the liability in such a way that: 

1. policyholder behaviour is recognized; and 

2. larger margins are applied in circumstances where there is greater doubt about the 
risks being faced. 

This explicit approach is based on the expected value of all premiums. It reflects the fact 
that insurance products include numerous and varied options that may operate in different 
ways at different points during the contract and that the exercise of which are influenced 
by the actual environment at the time the election is available. This approach allows for: 

1. reflection of changing assessments of the risks involved; 
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2. reflection of the complex decisions that policyholders address in acting in their 
own best interests; and 

3. reflection of any actions that the insurer may be expected to take. 

Policyholder Dividends 
We include future policyholder dividends in the value of liabilities using the concept of 
Policyholders’ Reasonable Expectations, thereby recognizing that the responsibility of 
insurers extends beyond the strict application of contractual terms. We apply this 
approach, not just to participating contracts, but also to any contracts that involve limited 
constraints on the insurer’s freedom to adjust premiums or benefits. 

Projected cash flows for policyholder dividends commonly vary with the assumed 
performance of the underlying assets. In such cases, the linkage between the value of the 
liability and the value of the underlying asset is necessary to avoid accounting mismatch. 

This approach has proven successful in Canada, adapting well to various types of 
contracts. Contributing to this success is the robust explanation of the concept of 
Policyholders’ Reasonable Expectations in our actuarial standards of practice. We believe 
that our approach is consistent with the IAS 37 concept of constructive obligation and 
would satisfy the underlying objectives noted in the Discussion Paper. 


