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Fair Value Option - Insurance Implications 
April] 0, 2006 

The ability to incorporate changes in creditworthiness is one of many important factors that 
need to be resolved prior to the implementing a measurement basis for insurance contracts. 
GNAIE opposes the use ofthe effect of the changes in the creditworthiness in reporting 
liabilities in any situation. To have a standard where the deterioration in the creditworthiness 
of a Company would generate cunent period gains in the income statement due to the 
liabilities being reduced as a result of the lower credit rating is not relevant, prudent, or 
representationaIly faithful. We are in agreement with the views noted by a Board member 
referred to in paragraph A26 of the ED that "users do not expect revaluation of an entity's 
debt securities to recognize deterioration in the entity's own creditworthiness and to be a 
component of operating pertOImance" and "Recognizing that effect could be misleading to 
users and potentially misrepresent or conceal operating perfonnance issues." The gain in 
most instances will not be realizable unless there is a bankruptcy situation or a significant 
financial deterioration where the debt holders would be willing to accept less from the issuer 
in satisfaction of the debt. 

Also, using credit standing of the insurancecottipany would not take into considetationthe 
priority of insurance liabilities as well as the insurance regulatory environment and 
mechanisms in most jurisdictions that provide asecurity to policyholders that are greater than 
that of bondholders or other debt holders. Accordingly, the credit spread on a company's debt 
would not be an appropriate indicator of the credit risk associated with insurance liabilities. 
As such, we feel the risk to the policyholder is irrelevant and not meaningful for the pwposes 
of the insurer's financial statements. 
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Based on the ED, the standatd wbJld beefrectlvetne beginnihg of eadi reporting' entity's fitst 
fiscal year that begins after December 15,2006, with earlier adoption encouraged, butno 
earlier than the adoption of the Fair Value Measurement Standard. Whether or not the final 
standard would include insurance contracts, we would still strongly'recollUllend that the 
effective date of the adoption be delayed by one year. Thereason is to give companies ample 
time to assess their existing asset and liability portfolios so that they are ready when it is time 
to initially adopt the final standard. The transition allows, only at initial adoption, a fair 
value election for assets and liabilities existing at the effective date. After the adoption, the 
only time an election can occur is when the f'inanciaLasset or liability is initially recognized or 
upon an event that gives rise to a �n�e�w�~�b�a�s�i�s� of accounting. Also, once it has been elected it is 
irrevocable. Therefore, some companies will need time to evaluate their current balance sheet 
to detennine which contracts to fair value and then to detenIline an effective fair value 
measurement basis for those contracts elected at the time of adoption. Postponing the 

· effective date should not be an issue' since companies will always have the option to adopt 
,i ' , . early. 
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value standard. If companies Were to fair value insurance contracts there would not only be 
comparability issues with companies that inc-onsistently use the fair value option, but there 
will be significant inconsistencies in the applica1ion of the fair value measurement of 
insurance liabilities for those companies that do elect the option as there is today in cases 
where there are business combinations of insurance enterplises. Also, since many of the 
asswnptions and methodolOgies used tovalueinsmance contracts are so complex and 
subjective, it may result in financial statements that users cannot rely on. 

" , 

If you nave any quesuons te'g~niJig the d)lhe~~ bf tis fetter: PleaSe' contaCt us at anytime to 
discuss our comments. 
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