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Dear Sirs,

We, the CEA (the European Federation of insurers and reinsurers} and the CFO Forum (a body comprising 20 of
Europe's largest insurance companies), welcome this opportunity to express the views of European insurers on this
Discussion Paper on Financial Staterment Presentation {“the discussion paper” or “DP").

We draw your attention to the fact that five large European insurers have taken part in the field testing of the
proposals contained in this discussion paper. Those insurers have various business mixes, including life and non-life
insurance and asset management as well as banking activities, The resuits of this field testing have been included in
our response and are highlighted in text boxes in our answer 1o each question.

The comments summarised in this cover letter are developed further in our respense 10 the questions raised by the
Boards in the appendix to this letter.

Our overall view

We are not ciear that there are any warthwhile benefits to users from the Discussion Paper’s proposals. Moreover,
whatever benefits there may be, they are clearly outweighed by the costs to preparers. On the positive side, we
welcome the recognition of the prinaple that financial reporting should, whenever appropriate, reflect

management's view, afthough this principle was not consistently and faithfully adhered to throughout the
Discussion Paper.

Interaction with other IASB and FASB projects

Our understanding is that this project aims to establish reparting rules common 1o all companies in all industries.
We have prepared our response in this context and based on existing IFRS literature. However, some specific

measurement and presentation requirements may emerge from other 1ASB and FASB projects currently under
review which could contradict or complicate the application of these proposals. In this regard, the Insurance
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Contracts project measurement principles wifl have significant implications for presentation and disclosu_re
requirements, which may lead us to reconsider some of the views on financial statement presentation expressed in
this letter. We are not in this comment letter prejudging what our position will be in relation to these other
projects.

Further, to avoid financial statements becoming stull fonger and, as a result, perhaps less informative, we suggest
that the Boards look at the whole package of disclosures that their various standards require with a view to
ensuring that they result in financial statements that give a concise and integrated view,

Questionable benefits of the Discussion Paper propoesals to users

We do not believe that there are any significant benefits in implementing the proposals for users of financial
statements compared to current reporting requirements, as demonstrated by our field testing. We have identified a
number of examptes which are highlighted below and explained further in our answers to the questions.

Volume of data diluting important information

We are concerned about the apparent desire of the two Boards to give a lot of information on the face of the
primary statements as cpposed to in the notes. We fear that this could lead 10 lengthy primary statements which
could impair the readability of the whole financial statements. This would, in our view, contradict one of the key
objectives of this project, which is to increase the usefulness of financial statements for users.

In addition, the cohesiveness and disaggregation principles should be applied with judgment and pragmatism, in
the light of what management believes is appropriate. Otherwise, there is a risk that companies will present very

fong financial statements which could dilute the important information for users given the significant volume of
data.

Importance of applying a management approach to financial statement presentation

We believe that a management approach will provide the most useful information to users of financial statements.
However, we note that in several areas, the Boards have proposed rules to deal with particular issues and such an
approach can be seen as contradictory to a management approach. A particuiar example is the proposal 1o show
cash equivalents separately from cash and hence prepare a cash flow statement that excludes cash equivalents.
Insurers manage cash equivalents together with cash and any split between the twa for presentation purposes
would not only be contrary to the application of a management approach but would also result in a meaningless
cash flow statement as it will exclude a significant part of our liquid day to day resources.

Another proposed rule which appears contrary to a management approach is limiting the financing category to
financial instruments rather than cansidering all assets and liabilities as potentially financing in nature, Furthermore,
we note that the treasury function is proposed as being classified in the financing section, regardless of how
management views this activity inside the group. Finally, we believe that the management approach should also be
retained when looking at basket transactions,

Lastly, we believe that the Boards should apply the management approach consistently across the discussion paper.

Cash flow statement - Usefulness and methodolegy

The value of any cash flow statement for insurance companies is deemed tow as many products have a life cydle
which is significantly greater than one year. Therefore, any cash flow statement (direct or indirect) covering one
year will not provide users of financial statements with useful information. Many users of insurers’ financial
statements require additional information distinguishing between policyholder and shareholder cash flows in order

to predict future cash flows and hence information is often provided outside the financial statements in non-GAAP
disclosures.
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In relation 1o the requirement in the discussion paper to produce a direct cash flow statement, many insurance
companies currently do not have the IT systems that enable them to prepare such a statement. In addition,
insurance and reinsurance business involves significant dealings with intermediaries (for example, agent, brokers,
co-insurers and reinsurers) who would also have 1o change their systems in order to provide insurance comparnies
with the type of data required to prepare a direct cash flow statement. This would undoubtedly generate high costs
for insurance companies and intermediaries, while the added value seems very limited.

Limited value of the new reconciliation schedule

As indicated above, we do not believe that a cash fiow statement provides useful information to predict future cash
flows for insurance companies. Therefore, we do not believe that disaggregating cash flow positions into columns
will increase users’ understanding of the ameunt, timing and uncertainty of an entity's future cash flows.
Furthermore, we are concerned that the proposed reconciliation schedule requires companies to disclose a vast
amount of data over several pages, much of which is not relevant and is likely to confuse the reader The level of

reconciling adjustments and explanation required will be extremely significant for businesses with long operating
cycles.

We do not support a requirement to provide a reconcifiation schedule in the format proposed within the finandal
statements but believe that the Boards should look at building on existing roll-forward analyses required by other
standards as a means of providing linkages between primary statements.

Merging income statement and QC| items into a single statement of comprehensive income

We do not befieve that there should be a single statement of comprehensive income as such a statement would
further obscure important information with undue focus being placed on the bottom line. We understand that the
Boards' proposal is 1o take the information currently contained in the two statements, subject to other changes
introduced by the proposals, and bring it together onto one page rather than present it separately on two. We
strongly question what the benefit for users would be of such an approach.

Significant costs of proposals

We believe, and this has been supported by the experience of our five field testers, that the Boards' proposals will
generate high implementation costs to be borne by preparers, both one-off casts (for example, to adapt IT systems)
and recurring costs (for example, time spent generating the reconciliation schedule).

Therefore, we encourage the Boards 1o carefully consider the cost ~ benefit ratio of the final standard in relation to
each aspect of the future reporting model, Furthermore, the Boards will need to take into account the fact that the
discussion paper will apply to ali companies reperting under IFRS and not just for the consalidated accounts. We
encourage the Boards to keep this i mind when elaborating their final proposal.

Prioritisation of the Boards’ projects

In the light of the significant concerns expressed above, which we have validated through our field testing
experience, we encourage the Boards to review the priority assigned to this project. There are currently many key
projects being run in paraliel by the Boards , such as the fair value measurement project, the insurance contracts
project and the Canceptual Framework, all of which we believe should be compteted first. There are also many
higher priority challenges to financial reporting being presented currently by the financial crisis. We believe that
standards that address measurement issues must be prioritised over presentation issues and, accordingly, we do not
see financial statement presentation as a “high priority” project.
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As stated at the beginning of this letter, European insurers are very committed to have an active dialogue with the
Boards on this project. We are available 1o discuss with you any issue covered in this letter or related to financial
statement presentation in the future. Do not hesitate to cortact us should you need any additional information.

Yours faithfully,

(IR N )Y

Alberto Corinti Philip G. Scott
CEA Deputy Director Generat / Chairman
Director Economics & Finance European Insurance CFO Forum
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Preliminary Views on Financial Statement Presentation
Appendix 1 - Questions for respondents
Chapter 2: Objectives and principles of financial statement presentation

I Would the objectives of Finandal statement presentation proposed in paragraphs 2.5-2.13 improve the
usafulness of the informsion provided in an entity s fnancial statements and help users make better decisions in
their capacily o5 Capmdl providens . Wy or why notl Shoulky ine boards consider any other objectives of finandal
Statement Dresentation in adamon (o of instead oF the cyectives proncsed iy this discussion paper?

if $0, please desanbe and exgiain,

We believe that the three objectives are, in theory, interesting and appropriate. In general, we recognise that the
application of those objectives is likely to benefit users of financial statements. However, we are concerned about
their application. Indeed, for those objectives to add vafue 1o users, it is fundamental that they are applied in a
pragmatic manner and take cost benefit assessment into consideration. It is important that management is allowed
to use judgment in their application, We believe that the current reporting requirements should already achieve
those objectives to a large extent.

COHESIVENESS

When applying the cohesiveness principle, the Discussion Paper states that management should firstly classify items
in the Statement of Financial Position (“SFP™) and then this balance sheet vision should be applied in a cohesive way
to the other statements. We note, however, that not all businesses are managed on the basis of assets and liabilities
on the SFP. Accordingly we do not believe that this i1s necessarily an appropriate methodology as the relative
importance of each primary statement depends on the business of the company and also on how management
drives the business (e.g. focusing instead on operating profit for a service company which has few assets and
liabilities).. Therefore, the starting point could be different for each company (as opposed to always being the SFP
as prescribed in the DP). In addition, each primary statement has its own objectives and those should not be
impacted by inappropriate changes in the statement's layout.

We believe that the objectives of each statement and the consistency of data disclosed within each primary
statement are more important and should not be overruled by the cohesiveness across statements. Indeed, primary
statermnents and notes are put together 1o form the complete set of data. The constituent pans have their own
objectives and contain some specific information. We support the concept that financial statement presentation
should be initially based on these principles. However, we recognise that as a secondary objective each individual
statement should disciose information as consistently as possible with the others.

The extent to which cohesiveness should be applied should depend on the particular fine item under consideration.
For certain line items, such as ‘goodwill’ and "change in value of goodwill’, the cohesiveness is easy and natural 10
apply. For other line items, cohesiveness between statements could be improved by disaggregating some line items,
However, for other balances such as debtors or creditors (for insurers, for example, insurance recetvables or
payables}, we believe that the added value would be very limited.

DisaGGREGATION

Similarly, we acknowledge that the disaggregation principle adds value to the financial statements. Again, we
support the proposal that management should be allowed tc apply this principle with judgment. Otherwise, the
number of line items in the primary statements, coupled with the need 10 add sub-totals when necessary, will lead
to lengthy financial statements which could prove to be confusing for users.
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We generally support this objective in firancial reporting. However, this objective is too broad (going beyond what
we can deliver) for this project. We believe that this type of information should ke part of management
commentary, not only being quantitative in nature and being based on prospective (and not just retrospective) data.
The DP proposal does not reach this objective for our industry; for example the one year CFS does not match the
operating cycle of insurance companies

statements 10 users.

£ Would the separation of business activities from financing activities provide Information that Is more decision-
useful thar that proveded i ihe financial statement formats used today (see paragraph 2. 18)7 Why or why not?

We believe that the split between business and financing activities provides more decision useful information. We
consider such a split to be helpful for users to differentiate in the financial statements what is generated by
mainstream business separately from how the business is funded. Further disclosure would allow companies 1o
show whether growth is funded externally ar internally.

In the current format of financial statements, when this information i1s not directly available, it is often provided

separately by preparers on a voluntary basis as some users (e.qg, analysts and credit rating agencies) consider this key
information for their purposes.

3. Shouwid equily be prosented as & seciion separate Hom the tnemdng secton of showld it be inclided as a
caregory in the f/nammg secmen (5ee paragiaphs S 19%hy 2 26 and 2.52- 2 557 Wk or why not?

Balances and transactions with shareholders are fundamental figures for companies. We believe that the current
reporting requirements for equity are adequate and we do not see the need to modify them. Therefore we support
the DP proposal.

We note that the DP's requirement related to the presentation of balances and transactions with shareholders
across the three primary statements does not meet the objective of cohesiveness. However, the pragmatic
application of the cohesiveness principle that we propose in Q1 would allow consistency in the presentation of
balances and transactions with shareholders between the primary statements. Our proposat on how to apply
cohesiveness would also help achieve the stewardship opjective of the Board's conceptual framework project.

40 the proposed presentdrion model ar enaly Would plesent s discontinued operations it @ separate section
(S0 Dardiitaphs 220 A3 andd ST 0 S0 )uc's FRS LUESIOILATICH 1 OwlE e sion -Lselil arformation ? Instesd of
Presentng IS infcrmialion 43 4 SeRdiale secin: whould an enily present fonmanon about s discontinued
OPEIATONS 117 IRE rolowdn! (LGOS (OUONING, MIVESING. TNanding assers and fnancing habdities}? Why or why
not?

We support the proposal made in the discussion paper that assets and Habilities relating to discontinued operations
{based on current IFRS definition of “discontinued operations”™) should be presented in a separate section. We also
believe that "held for sale” items which do not meet the definition of “discontinued operations” should be
presented in a separate line within the categories (operating, lnvestlng financing) in which the assets or liabilities
were originally allocated. The separate disclosures for those two items helps the users of finandial statements
identify the continuing elements in each statement that will be the source of future cash flows rather than those
resulting from discontinued aperations.
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5. The proposed presentation model refies on a management approach to dassification of assets and liabilities and
the refated changes in those Items i the sections Jnd categones in order 1o reflect the way an iem is used within
the entity o iis reportable segment (see patagiaphs 227, 2 34 and 2. 39-2.41).

(2l Wowld g muragenient anproach piuvidke the mmast uselul view oF an oniity to users Of its financial statements?

We agree that the management approach 1o classify the items in the statements will provide the most useful
informanon to users of financial statements on the basis that best reflects the way the asset or liability 15 used
within the entity.

We fully support the management approach. First, it is consistent with the Boards' approach to segmental
reporting. Segmental reporting standards introduced the concept of a management approach which is comparable
10 the DP. Therefore, the DP proposal seems to provide continuity with the Boards recent conceptual thinking in
other standards.

Each entity witl explain in the accounting policies the rationaie behind its classification of items in the different
sections, This disclosure should be a suitable safeguard to avoid arbitrary classification by management.

Our understanding is that a change in the way management defines the content of a section or a category would
be a change in accounting policy and would have to be retrospectively implemented in the financial statements {as
well as explained in the accounting policy note). However, we strongly believe that a change in an asset or a liability
classification (following, for example, a change in use of this asset or liability) would not be considered as a change
in accounting policy and therefore would only apply prospectively. It may however reguire footnotes depending of
the significance.

chat;ga wer ’time and therefore its classification could chang& 00. For. example a derlvatlve hedgf ‘

@g@%nat qualifying anymore for hedge accoumzng may need to"be.reclassified 1o, M simd‘“‘
i dlassified by management i investing would need to bi& reciassified: 1o mﬁﬁﬁwﬁmﬁwﬁ ies
1o develop its activity as part of the company’s operating strategy i‘ie&faf?ny fimaﬁﬁai sl:ateinmls oM prior
" periods would nat reflect the effeciive use of these items in PreviouS Y8R, .. "5 .~ L5, .

The management approach is probably most relevant to split the company’s operations into sections and
categories. Management may base their judgment on the use of a criterion like “core/central” activities versus
"non-core, We believe that the definition of what is core/non-core shouid be left to management. Any spedific or
prescriptive guidance would therefore be arbitrary and inappropriate.

FIELD TEST-#EEDBACK: During the dlassification of line items into mwaﬁd 3 *&iﬁmggnagm
based some of their choices on the “core” and "non-core” ariterta. Wﬁ@ﬁi@% W

core™ s not always straightforward and should be tailored to what is thié st Wﬂa’w‘fbf each t:ompany L

(h)  Would the potennal for recuced comparability of financiaf starements resaling from @ management approach
fo classitication outwegh the benefits of that approach? Wiy or why not?

We believe that the benefits of the management approach outweigh the perceived potential for reduced
comparability.

We believe groups with similar business will tend to dlassify items in a similar manner and industry consensus is
likely to emerge over time. We support that this convergence is lefi to the result of evelution of best practice rather
than imposed by a standard. it is expected that industries could take initiative to foster convergence once the future
standard has been implemented for a few years.
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HPELD TEST FEEDBACK: Field testers have reached a similar classification. of their Tine-items in the various:
“and sections- despite having -different product mix and desp;te the grandfa‘tmm :xﬁfm a,; nti
- policies for insurance contracts under IFRS4, L

6. Paragraph £.27 proposes that DOth axsels and fabiiities >houid be prosented in the business section and in the
financing section of e statement of financial position. Would vhis cnange in presentation coupled with the
Separation of busitess and mnanang 4civities iy the statements of comprehensive income and cash flows make 1t
easter for users 1o cak uiate some key fnancidl tatios for an entity’s business activities 01 115 fnancing activities? Why
or why not?

We agree with the concept of presenting assets and liabilities separately across sections. However, the objective of
the primary financial statements is not to provide users with key performance indicators {“KPis”). Generally, KPls
are non-GAAP information and therefore defined by management (as opposed to by accounting standards). Each
company has a view on how ta calculate their key ratios. Currenily few KPls can be calculated directly from data
available in the primary statements (users currently consider the notes more in this context rather than the primary
statements).

it we disaggregate the financial statements 10 the level at which the users are able to caiculate all KPls, financial
statements will become very long and confusing {refer to our comments made in response to Q1),

7 Paragraphs 2.27, 2.76 and 2.77 discuss cassihication of assets and fabiities by entities that have maore than one
reportable segment for segenent reporting plrposes. Shoulkd thase enpuities classify assets and fiabilities (and refated
changes) at the reportable segment level as proposed mstead of at the entity level? Flease explain,

We support that the dassification should be done at the segment level. Therefore, similar assets may be dassified
differently in two different segments depending on how management views its role and function inside each
segment.

& Ihe propased preseniation mode! wioduces sechions and cateqores in the stalements of financial position,
COMPrebensie wicane and cash Hows. As discussed m paragiaph 121k the boards wilf need to consider making
consequential amendrnents o existing segment disclosure requirements as d result of the proposed dassification
scheme. For example, the Soards may need (o darty wihnh assels shouwld be disclosed by segment: only total assets
as requied 1oday Or assers for each section of category withint a section. What, if any, changes in segment
disclosures should the boards consider 1o Make segment mformation more useful m hght of the proposed
presentation model? Fisase exgian,

We agree that it may be necessary to review IFRS8 in light of the final version of the FSP. However we do not
support any increase in IFRS8 disclosures requirements {in particular, we do not believe that the scope of IFRS 8
should be extended, intentionally or inadvertently, as a result of the FSP standard). The implementation of the
current (FRS8 disclosure requirements already leads 1o lengthy tables (secondary allocation is currently simplified; if
the level of disaggregation of the secondary allocation is increased, this would lead to lengthy tables). In addition,
IFRS 8 disclosures are based on what management uses EnternaEly [f management does not split data into
categories in their internal reporting, then the Boards should not impose this disaggregation without changing the
fundamental principle underpinning IFRS8,
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9 Are the Busness o (08 ard 1He Speraliog J0G e ing caledones withi that saction defined appropriately (see
ptaqianhs L3105

drd o o By on wy ol

We believe that the operating and investing categories are appropriately defined in the DP. We would note that the
label ‘investing’ i1s not self-explanatory and could be confusing, especially for financial services companies holding
investments as part of their operating activities.

-FELD TEST FEEDBACK. Field testers tend to put mastitems in operating:
However, we bibfievisthe nvesting category.is worth retaining. =~ "

10. Are the financing section ana the inancing assets and financing Yabitities categories within that section defined
SPOTOPHAElY [SO8 Paragraphs 2.4 and 2 50=2.02) Should the finanang sechon be restricted fo financial assets
and fmancial habdities g defined iy FRS ard US GAAP g5 wyoposed? Why or why not?

We agree with the definition of the “financing section”. However, we question why financing assets and liabilities
are restricted t¢ 1AS 32 items. If management sees a certain asset (or liability) as financing while it does not qualify
as a financial asset {or liability) such as leasing transactions, this restriction contradicts one of the core principles of
the DP, the management approach. We do not understand why the Boards want to restrict the management
approach in this area.

Chapter 3: Implications of the objectives and principles for each financial statement

T1. Paracap!: 3.0 progneses 16T a0 entely 7 present s classified statement of financial position short-term and
FORE) LETT S STEGON R R dasehy G it ,mm CACCDT W prosepldlion of assets and labiities in order of
QUL POV es (OO0 Tl oy One Fe s

(3] WWhat tvpes OF enticies Wowltd youi 2\PeCt NOE 1o presend 3 dlassifed srarement of fnanaal position? Why 7

We welcome the recagnition in the DP that the split long term versus short term would be less relevant for certain
entities. We believe that insurance companies are a geod example of such entities because an insurer’s operating
cycle cannot properly be defined or split between short term and long term maturities. Therefore, we, as insurance
companies, prefer the use of a liquidity order in the SFP as it provides more useful information to users, This is also
in line with the current approach which is familiar to users and is well accepted as current practice.

T

ST gezpaack: All-five field testers have classified thelr assets and-ljabilities by osde&z
believed it wais mare reflective of the way: ‘their businesses are. managed. ‘ ‘

(b} Should there be more Quidance for disonguisting whcl entites should present a statement of financal
Position iy order of iquidity * 7 s, whal ddaitional quidance 1s needed?

No, this choice should be left to management and, when liquidity order is chosen, it should be explained in the
accounting policies.

12 Paragraph J.14 prapases that cash equivalents showd be presented and dassified in o manner similar to other
ShOrt temy investments, 7ot a5 Pare of Cash Do vou agroe! Vhy of why not?

We believe that most cash equivalents owned by European insurers are by nature very close o cash. For this reason,
they are managed together and therefore we believe that in the SFP, cash and cash equivalents should be
presented together (with the split potentially disciosed in the notes).

In addition, a “pure cash” balance as an opening and closing balance in the CFS does not provide useful
nformaton 1o users of financial statements as mMosT insurance companies tend to extensively use cash egquivalents
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in order to generate enhanced returns, consistent with considering volatility of return, credit worthiness and
liquidity. In addition, it would be misleading to exclude bank overdrafts from the cash position used in the CFS.
Many companies have overdrafts shown as creditors and the cash position used in the CFS should be assessed
taking into account all those bank accounts (regardless of whether the balance is positive or negative). For the
purposes of SFP, such balances should continue to be presented separately.

; Field testers manage cash and cash equivalents together. These field testers ciir
clear definition in the notes to-the financial statements of whattmummmatmeymto defin
of "cash equivalents”. For field testing purposes, most field m&m &- wﬁ*pﬁdﬁm ﬂaat lrwdtl e
‘overdrafts for their recast CFS, 5

13 Paragraph 419 propoues that Jrn enniy sAouis presoi ity sinukas assets and llabifities that are measured on
different bases o1 sepataie bpes m e starerneni OF fancal positioe. Would this disaggregation provide
iformanon that 15 more Jecsion-usetul thar 2 prosentanon that permits fine iems o mckude similar assets and
frabiiities madsurad or different bases 7 WWhy or why not?

The information 5 useful and should be in the financial statements. However, we believe that this fits best in the
notes (as it is already done under current reporting requirements) as we fear that bringing too much disclosure type
information onto the face of the primary statements would be confusing for users.

. The field testers who have recast their financial ‘statements on this basis-have found ‘a’
considerab!ﬂbhg‘!&igaing of the primary statements. to incorporate all the bases of measure

the information airezdﬁ n'the notes and makes the prirary simements mare "drff‘rcuttto undema r

14 Showld an eniity present comprehensive income and its components in a single statement of comprehensive
incorme as proposed (see patagraphs 3.24- 3. 337 Why or why aot? i not, how should they be presented?

We do not believe that there should be a single statement of comprehensive income as such a statement would
lead to undue focus being placed on the bottom line, We understand that the Boards’ proposal is 1o take the
information currently contained in the two statements, subjeqt 1o other changes introduced by the proposals, and
bring it together onto one page rather than present it separately on two. We strongly question what the benefit for
users would be of such an appraach.

Nevertheless, if the Boards decide to merge the two statements, it is of utmost importance 1o ensure that the 'net
income’ number is clearly dentified and separated from gther comprehensive income. This figure is one of the key
elements by which companies commanicate 10 the markets,

We believe that there should be debate about OC| items but the best place for this discussion is not as part of the
FSP project but instead in individual projects such as those relating to [AS19 or IAS39,for example.

For these reasons, at this stage we support keeping the two statements separate.
15 Paragraph 3.25 proposes that an entiry should mdicate the category 10 which ftems of other comprehensive
HCOMe relate (oXCept some fumrw: CHIEHCY 1ransiation adiustiments) (see paragrapts 3.37-3.41). Would that

FHOMaEton He decison useiul” Why or why not’?

Allocation of OCI items 1o categories is not seen as key information by preparers and, as far as we are aware, has
never been mentioned by users as missing information.
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‘hee Vmay reiate to fi nancmg and ope:atmg, Therefore dmng the correspondlng categocy ‘to. which
items relate onthe face of the SCt may require further line duplications in the SCL. SRR

16, Paragraphs 342 - 348 propose that an entity should further disaggregate within each section and category in
the Statermentt OF complenensive Mcome its revonucs, expoenses, gams and losses by their function, by their nature,
or both # dong so will enhance the userulness of the information 11 predictng the entity's future cash flows.
Would this fevel of disaggregation pravide mformation that /s decisfon-usefid to users i their capacity as capital
providers? Why or why not?

We are of the opinion that the format of a statement of comprehensive income should be the choice of the
reporting entity. Whether the most appropriate format is by function or by nature (or both) depends on the way the
business is managed, the arganisational structure, industry type etc. We support the proposal to use a management
approach to decide whether to disaggregate by function or nature and, whichever is chosen, to give further detail
of the other in the notes on relevant items when considered useful by management or required by local jurisdiction.
We refer to our response to question 1 for our comments on disaggregation.

17 FParagraph 395 proposes mar an entry show@ dlicedle and present jncome taxes within the staternent of
COMEFERansive s Omis ) s COTdan e Witk existinig [ equireinenls (580 pardgrdohs 3.56-3.62). To which sections and
CALEQOIIEs, f Ty, SNOLRE G ety JIocate ncome 1aXes v ondor to provide miformation that 1s decision-useful 1o
users” Please explan

We support the proposal that an entity should allocate and present income taxes within the statement of
comprehensive income in accordance with existing requirements, as praposed in this DP.

We would, however, draw the Boards' attention to an issue raised by paras 3.61 and 3.62 of the DP which say that
the income tax expense or benefit should continue to be charged or credited to equity where applicable. Qur
understanding of IAS 1 and the use of the SOCE is that the latter should only be used for transactions with equity
holders and therefare we cannot see circumstances where tax credits or charges would be permitted in the equity
category of the financial statements. For example, where tax relief is given on coupon payments on equity
instruments which qualify as Tier 1 capital, this credit is currently required to be recorded in the SORIE (and
therefore potentially in OC| section of the SOCI) because it is a transaction with the tax authorities and not the
equity holders themselves, rather than being able to “match” the coupon payment in the SOCE. We would
welcome further guidance on this matter.

»detailedmiﬂf information | |n theu‘ aqtountmg recor&

Oﬁe%wfar problem faced by the f|e1d testers concerned‘ thef treatment 0f pohcyholder‘

it the UK, Ireland and Australia. In addition to paying tax on shareholders’ profits, life b
countriés pay tax on policyholders’ investment returns (“ policyholder tax*) on certain. products at polic
rates which are set separately from corporation tax rates on shareholder profits. Although this:
shareholder tax, 1AS 12 requires policyholder tax to be accounted for as an income tax and, therefore 1o
included in the total tax expense. Because this distorts the pre-tax profit ﬁgﬂr&z (ﬁmn an important KPi), 5ol
dnsurance companies show separately the amounts of policyholder X, to provide & are meaningful measure
Ktﬁe tax they pay on thelr profits. They therefore show: separately a profit befors tax attributabile 1o Share ders!:
\profits, which is calciilated after accounting for the policyholder tax. Furthermore; i &y calcutation of &' fion
JGAA operaungpwﬁtwﬁmk{grw ated as an expense. We are conceirnied | flexit be:jogt
.in the DP'splopiisals-and. would| 1 policyholder tassifie

this is how management perceives their nature,
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I8 Famaqraph 367 poposss that an enlity should oresen: foreign currency transaction gains and losses, induding
Fhe COmponents af Gy tel Gan Qf 1055 Qrisirig on LeIneasi@nent mio its func tional cunency, i the sarne section
and careqory as the assels 3nd fatulites 1hat gave rise 1o the gains or fosses,

(g} Would this prowde decision-usetul mnformation 1o users #1 thelr capacity as capital providers? Please expiain
WhY ar Wity not and dise uss any Alternative methoas of présenting His mformation.

We believe that the proposed split of foreign exchange gains and losses across categories could add useful
information. However, in order to allocate forex effects to categories, preparers have 1o isolate forex effects at item
levels in order to add them up to generate the total amount of the category. Tracking forex effects at transaction
level is not currently done by preparers and, if required, may necessitate significant system developments.

Furthermore, presenting gains and losses on foreign currency transactions in different sections and categories may
lead to natural hedge relationships being presented in separate sections or categories. This may lead to a higher
perceived valatility where there actually is none.

(b} What costs should the boards consider rélated to presenting the components of net forewgn currency
transaction gawmns or losses for presentation m different sections and categories?

As expressed above, we believe that this proposal would require IT developments which would generate additional
costs. We are unsure that the added benefits for users will justify the incremental cests.

19 Paragraph 3 7% troposes thar an onlily showla use @ direct method of presenting cash flows 1 the statement of
355 Hows,

(ar Woudd 1 dvect method of presenting opetaling «ash flows provide information that is decision-useful?

(bl k5 g direc method more consistent with the propased cohesivensss and disaqgregation objectives {see
pardgeaas 3 -2 80 than an indicect method ! Wy on wity not 7

(o) Would the mformation cwrently provided using an axdvect method (o present oparating cash flows be
provided i the proposed 1econcihatiog scheduie (see pardgraghs 4. 19 and 4.:45:7
Why or why nor?

As far as insurance companies are concerned, we believe that the Cash Flow Statement, presented using the direct
or the indirect method, has limited value to help users of our financial statements predict future cash flows. Most
insurance business has a life cycle which is longer than one year, We understand that users not only use financial
statements but also other sources of information such as management commentary to predict future cash flows.
Indicators used to assess future cash flows include, for non-life business, claims ratios and payment patterns over a
number of years, and for life business, a good understanding of reserving assumptions, future investment returns,
and the nature of business underwritten by the company.

Without some sort of additional breakdown or segmentation, the cash numbers presented in the CFS are of little
value for users especially for predictive purpases. This is particularly true in circumstances where cash s held for
third parties in addition to cash generated or held for shareholders. For example, in our industry, we understand
from analysts that what they would prefer 1o see is a sphit of cash flows between shareholders and policyholders
(which could require substantial changes to systems to produce the information) in order to predict future
shareholders’ cash flows. Accordingly, in order to assist analysts, most insurance companies already provide some
information outside the financial statements in relation to future cash flows through changes in “free” shareholders
funds availability through their non-GAAP embedded value reporting.
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Regarding the method used to present the CFS, the direct method is nearly impossible to produce using [T systems
currently in place in insurance groups (especially if we consider the legacy of acquisitions and mergers on IT
systems) without some form of shortcuts. Indeed, at several stages of our business balances are netted and
disclosed on the face of the SFP as current accounts with third parties (for example, transactions with brokers and
agents, co-insurance and reinsurance), Information received by companies provides the detailed information about
premiums, claims or commissions comprising the transactions with the intermediaries. Consequently, insurance
companies have the necessary data 1o prepare a SCl. However, balances with intermediaries are settled on a net
basis at regular points in time. Therefore, in order to prepare a direct CFS in accordance with the cohesiveness
principle, insurers would have to perform a gross up of these net balances and transactions which could be arbitrary
and unlkely to be relevant for users.

usting for SFP movements. This exercise has pf

&1;; and” assumptions and ‘remains ¢ostly (in_ ﬂFtlB“~’t£rrns) Furthérmore, [T syst

ta gecure the process for dosing, :mpiymg@otentnallysngnmcant costs. Benef:tsf . USen
assemd S

%ﬁeld testing compamés have tried the “indirect-direct

in this context, we think the Boards should carefully consiger the merits of changing the current rules on cash flow
and we strongly believe the current indirect method should still be allowed.

20 Whar costs shouid 1he Doards ¢ onsider 18i31e0 10 asing 4 direct method 1o present operating cash flows (see
paragrapis 387137 8407 Please distmgush betwveen one-off o one-ime unplementation cosls and ongomnag
POIRCION COsTs, HOW DugRT THose Costs Be ragduced without reducing the benetits of presernting operating cash
receipts g payiments.”

As mentioned in the previous question, the implementation of a direct cash fiow statement for insurers implies
significant systems changes not only at the company level but also at third parties (brokers, agents, co-insurers and
re-insurers). Those changes are likely to generate high costs and consume a lot of human resources. We question
the necessity of companies being forced to spend vast amounts on systems changes with limited foreseen added
value. We urge the Boards to cansider the costs/benefits of their proposals and to demonstrate the added value of
such an approach to users of insurance companies’ financiai statements,

N

2100 the basis OF Uk disc s garagiaprss 588 795 should the effects of basket transactions be affocated
{0 the refated sechions aod calegones 1) e SLFrement of cornprelénsae i ome and the statement of cast Hows
to gihieve Olaseness 2 1E pol i Ahwe 2 seciian o category should those offects be presented?

We believe that the extent to which the effects of basket transactions are allocated to sections and categories
should be left to management, depending on the type and significance of the transaction as well as management’s
views as 1o how the transaction affects the company. in some cases, companies may choose to allocate it to the
various categones of the SFP and SCI but, in others, it may be presented as a separate line item of the financial
statements. Aliocating basket transactions may imply significant costs for the company. It is therefore important
that management decide to allocate or not on the basis of the materiality of the transaction and on the cost-benefit
of such an allocaton. The standard shoutd not required nor prevent any particular presentation.

Finally, in the case of an acquisition, the classification of the basket assets and habilities used by the seller should

not be an indicator of the classification that the acquirer wouid follow, as it will depend on the acquiring company
management’s view.,
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Chapter 4: Notes to financial statements

27 SROUY an entity INaT preseits haots and fabdiees @ ovdor of Hguidity i its statement of financial position
(e iose inkarmatian sto. o the matunties ot its short-term contractual assets and Kabilities in the notes to financial
SIGEAMIPNIS e HODONST o Dfasiptadpors L 00t 5 ond Los peenont s ronination 7 Why or wihy not?

B

As stated in our answer to question 11, we do not believe that presenting our assets and liabilities into short term
and long term categories is useful for users of our financial statements. For the same reasons we do not believe that
the information required by paragraphs 4.7 and 4.11 of the DP would improve the notes to our financial
statements.

We oppose the fact that, if we use the liquidity order in the main statements, a maturity analysis for the entire
balance sheet is still required in the notes, as this is irrelevant, Indeed, if this information is not deemed useful when
preparing the SFP, we question why it would be relevant in the notes.

Analysing by contractual maturities does not make sense for insurance companies because of the nature of the
business. This information would be based on pro rata and assumptions departing from the way insurers actually
manage assets and fabilities. For example, many of the assets insurers invest in to cover insurance liabilities do not
have contractual maturities, requiring an arbitrary allocation across the maturity table, Insurance companies have
asset-liability management {ALM) processes which are key for management to run their businesses. However, this
ALM is done at a global level. When a specific claim incurs on a specific contract, there is no pre-established scheme
inside the company to decide which specific asset should be sold in order to pay out the daim. We believe that an
arbitrary allocation in the maturity table would result in very little benefit for users.

In particular, any analyses of maturities below twelve months would be meaningless in the context of the longer
term nature of our businesses.

We currently provide some information on maturities (both expected and contractual) for a large part of our
balances in the SFP (under IFRS4 and IFRS7). We do not believe that this information requirement should be
extended to other balances, as it would not add value for users. Any extension of existing disclosure requirements
should not be discussed in the FSP project but rather in the review of each relevant standard.

23 Fatagiaph G TG progoses Mar S oentily shoied presert G scbodiiie o the notes (o Bnancial statements that
recondifes Cash Hows 10 Comprahiansne came 30d drddyreqales COMmpehensive Income imio four components:

(@l cash receved o paid orher than o Uamsaclions with owviers, (Bl accruat other than rermeasurements, (¢)
FEMEAsUrements thal #e (&g 13 value Changes o valuanon Jddiistinents, and (d) remeasirements thar are
not recurting fair value chenges o valuation adjustments.

ia) Would the proposed reconciliation schegule mcrease wsers’ understanding of the amount, timing and

uncertainly of an entiy’s future cash flows? Why or why not? Flease include a discussion of the costs and
benefits of provwiding the reconciiation schedule.

(b} Should changes i assets and aabifites be disaggregated mito the components described in paragraph 4.197
Flease expuirt vour WJnenale For Sty COmponent vou would cither add or ormi,

(& we quiaance piowged of pardrapfis S A A ana ddd 446 dear ana sufficient to prepare the
recor #Rion schocdule I a0l olemse explam howe the quidance should be modifed,

As we stated in our response 10 question 19, we do not believe that a cash flows statement provides useful
information 1o predict future cash flows for insurance companies. Therefore, we do not believe that disaggregating
cash flow positions into columns will increase users’ understanding of the amount, timing and uncertainty of an
entity's future cash fiows.

140t 16



(\/ CEA CFOLORUM

Insurers of Europe

In addition, we are concerned that this schedule requires companies to disclose a vast amount of data over several
pages, much of which is not relevant, and is likely 1o confuse the reader. For example, it is likely that very significant
amounts will go through the accruals column C, many of which would require supporting explanation if the
reconciliation is to be of any use to readers (see alsc guestion 26 below). This emphasises the fundamental
difference between cash flows during a long operational cycle and a single year income statement, giving rise to
large numbers (quantity and quantum) of reconciling adjustments.

Therefore, we do not support that this new reconciliation schedule becomes a required note in the final standard,
For many balances in the SFP, we already disclose the roli forward year on year. We could improve these roll
forward disclosures by giving more information on large non-cash items and remeasurements where appropriate
and build a link with the CFS flows {and not only link SCI 1o SFP}.

ﬁmmmmm The schedule has proved.complex to build and ever more complex to anal
gre-shown in and out in different columns, espec:alty in column C. The result of the field test s .
dense schedule, The volume of data contained in the schedule makes it difficuit 1o understand as
X information ﬁamm Lengthy explanations would be needed to explain some of the iarge numbers,

lu : ﬁm ‘me schedule has been time: gonsuming to: mzepae for this recast exerdse. - \M
#1of this schedule on a recurring basis would imply additional costs.

24, Should the boards address further disagaregarion of changes in fair value in a future project (see paragraphs
242 and 4432 Wi or why not?

We do not believe that further disaggregation of the changes in fair value should be dealt with in this project. There
should be a proper debate in the context of the revision of the relevant standards {e.g.: 1A539), in which we would
actively engage.

It is important to note that we already disclose a great deal of information on balances measured at fair value in the
notes (split into the three levels of the hierarchy, transfer between levels, etc). We do not believe that this
information should be disclosed as part of the primary statements.

25 Should the boards consider qther afternative reconciliation formats tor disaggregating information in the
fmancial statements, such as the statement of financiai position reconciliation and the statement of comprehensive
income matyx descibed i Appendix B, paragraphs B10- B227 For example, shouid entities that primartly manage
assets and habiities 1ather than cash flows (for example, entities in the financial services industries} be required to
use the statemeny of Nrancidl pmmau reLGnSihalion foumar rather than the proposed format thal recondiles cash
s to con S i Ve R One T Vv iy ¥ et

The idea of reconciling from one balance sheet to the other is appealing because many other standards require
such a reconciliation for certain assets and fiabilities and this is how many insurers collect information internally to
populate the current required disclosures. However, we recognise that this is not possible for the moare liquid
tinancial assets and liabilities (e.g. debtors), and selective reconciliations go against the cohesiveness principle across
the primary statements. It would therefore be costly and time-consuming to prepare such a reconciliation for all
balance sheet items without a great deal of netting and estimating along the way.

In our respanse to question 23, we have suggested that rather than requiring the reconciliation schedule or one of

its aiternatives as expressed in the DP, we would prefer to build on existing disclosure requirements, in particutar
the roll-forward of some balance sheet items to give more information about large cash and non-cash movements.
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26 The FASES prefupiiary wew & 1hat 4 memo calumn i the raconciiation schedule could provide a way for
MANAGEMeNt 10 draw Usets Jllenion W unusual or infrequent evemts or fransactions that are often presented as
SPECIA! ITEINS 1N SArIICS 1800 (588 Paragraphs 4.48 152, As noted in paragraph 493, the A58 is not supportive
of including information in the reconcliairon seedule about unisual or mftequent events or transactions.

(a)  Would this mformation be decision-uselfud (o users i el capacity as capital providers? Why or why not?

(b} APE Counon No. 20 Reporting the Resufis of Goerations - Repoiting the Fitects of Disposal of a Seqment of 3
Busimess, and farravrchniary, Unwsual aned nfroguentiy U cdttaig Fverils arg Transacnions, contains definmtions
OF Wi e and mrrequen: epedlen o paraiapit 4 51 Are those definitions too restrcive? If so, what type
of restri nons, if any, showihd be placed on nformanon preésented o) this colsn?

() Fhowld an entity have the option of presenting the inlormation in nanative formart only?

As expressed in the DP, we acknowledge that there is currently no bright line to identify infrequent or unusual
items in the IASB literature. Nevertheless, we believe it is important to give information about large unusual and
infrequent events or transactions somewhere in the financial statements. We believe that the best place to do so
would be in a separate note or in the management commentary rather than as a memo column to the
reconciliation schedute.

FIELD TEST FEEDBACK: The amounts going in and out of column: € of the reconciliation-schedule.

infrequient or unusual-items) were.aften of such significance that field testers believed that there:

1o provide additional information - order to anticipate questions from dsers.A femo:

A%

sufficient to give users the necessary information as it could require several pages of additional explanations. .
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