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Dear Sr David:
Introduction and summary conclusion:

We are pleased to convey our comments on the IASB’ s Exposure Draft—Amendmentsto
IFRS 3 Busness Combinations—“Combinations by Contract Alone or Involving Mutual
Entities. Let usnotetotheBoard that NAMIC strongly disagrees with the proposed
amendments. We have in our specific responses below addressed technica reasons for
that disagreement.

NAMIC is an asociation of gpproximatdy 1,300 primarily mutud, property and casudty
insurance companies domiciled in the United States, Canada, and Europe, and these
insurers range in sze from the very smalest farm mutuas to the very largest carriers of
risk in the mgority of property-casudty lines. The mgority of NAMIC' s members and
the preponderance of premiums written by those members are dometic to the United
States and thereby subject to accounting prescribed by the states or provinciad
governments.

We do understand, however, the important role of the IASB in prescribing sandards for
an enormous palitical and economic jurisdiction, which guidance will influence
accounting as prescribed by the FASB and SEC in the United States and by the Nationa
Association of Insurance Commissioners (NAIC) on behdf of the gates in this country.
For reason of that internationa convergence of guidance and in recognition of interests of
our European members, we offer comments on the Exposure Dreft.

In the United States, NAMIC represents its members' interests in insurance accounting in
various committees of the NAIC engaged in the devel opment, maintenance, and
interpretetion of the satutory authority promulgated by the states. We very frequently
participate in those NAIC committees deliberations on statutory guidance and believe it
gopropriate now, given the potentia for eventud effect on our members, to address this
Exposure Dreft.



Soecific Questions and NAMIC' s Responses.

Quedtion 1:

The Exposure Draft proposes:

(a) to remove from IFRS 3 the scope exclusionsfor business combinationsinvolving two or more
mutual entitiesand business combinationsin which separate entities are brought together to form
a reporting entity by contract alone without the obtaining of an ownership interests

(b) to require the acquirer to measure the cost of a business combination as:
i. the aggregate of the following amounts when the combination is one in which the
acquirer and acquiree are both mutual entities:
T thenet fair value of the acquiree’ sidentifiable assets, liabilities and contingent
liabilities, and
1 thefair value, at the date of exchange, of any assetsgiven, liabilitiesincurred
or assumed, or equity instrumentsissued by the acquirer in exchange for control

of the acquiree

Therefore, goodwill would be recognised in the accounting for such transactions only to the

extent of any consideration given by the acquirer in exchange for the control of the acquiree.
ii. The net fair value of the acquiree’s identifiable assets, liabilities and contingent
liabilities when the combination is one in which separate entities or businesses are
brought together to forma reporting entity by contract alone without the obtaining of an
ownership interest. Therefore no goodwill would arise in the accounting for such
transactions. Is this an appropriate interim solution to the accounting for such
transactionsuntil the Board devel ops guidance on applying the purchase method to such
transactionsas part of a subsegquent phase of its Business Combinations project? If not,
what other approacheswould you recommend as an interim sol ution to the accounting
for such transactions, and why?

Response to Question 1.

Ownership of mutua insurers does not resde in the hands of shareholders and is not
trandferable in any conventiond sense or in any manner andogous to thet for eguity
interest in ajoint-stock corporation. Instead, ownership of mutua insurers resdes
collectively inthe legal entity through which the mutud insurer operates and is under the
control of policyholders, whose interests are neither severable from the collective whole
of ownership nor ratable nor weighted by premium. With respect to mutud insurers,
such indivisble ownership of the collective whole exists during operation of the
insurance contract, which contract may be terminated for non-payment of premium.

Absent separable equitable interest in the mutua insurance entity and the motives for
return and ownership that underlie such separable interest, we believe IFRS 3'slack of
relevance begins to be gpparent. What, in the circumstances of a combination of mutua
insurers, demands determination of “acquirer” and “acquiree’ or establishing a purchase
price where no such purcheseislegaly possible or organizationdly necessary? How can
one mutud insurer be said to own the other, assuming policyholders voting rightsin the
combined entity do not differ. What gain in the combination of mutud insurersinuresto



any subset of policyholders? Capitd and surplus are held in common for the benfit of
policyholders.

To be abdtracted from the above, we believe, is that the purpose of amutud insurer is not
the same as a conventiond business entity. Profit that inures to the benefit of ownership
is foremodt in the establishment and operation of a conventiond joint-stock business
entity. Mutud insurers, particularly in their establishment, are created for mutua benefit
viapooling of capitd that is a the service of multiple policyholders. Rationd operation

as agoing concern suggests that capita must be enhanced via conduct of the mutud
insurer’ s business, yet this surplus from operations is not alocated for benefit of the
individua policyholder but rather for the entire body of policyholders.

The quegtions “Who owns?’ and “Who benefits?” are foremost in development of the
logicd dructure of IFRS 3. For reason of the indivisble ownership interest in amutud
insurer, avoting privilege conditioned an payment of premium, and the irrationdity of
being a policyholder-owner in expectation of gain, we assert to the Board that IFRS 3's
sructure and provisons are for purposes other than accounting for combinations of
mutud insurers.

Therefore, we respectfully urge the Board not to proceed with the amendments now in
question that would broaden the scope of IFRS 3 to include mutua insurers and other
mutua and cooperdive entities. Logica gpplication of IFRS 3 to combinations of mutud
entities fails when the nature of ownership of mutud entities is understood.

Quedtion 2

The Exposure Draft proposes that no amendments be made to the transitional and effective date
requirementsin IFRS 3. Thiswould have the effects set out in paragraph 6(a) — 6(c) aboveonthe
accounting for business combinationsin which theacquirer and acquiree are both mutual entities
or in which separate entities or businesses are brought together to form a reporting entity by
contract alone without the obtaining of an ownership interest.

Is this appropriate? If not, what transitional and effective date arrangements would you

recommend for such business combinations and why?

Response to Question 2:

The question’s suggested timing—i. e. retaining IFRS 3's origindly proposed trangtion
provisons—for gpplication of the amendments seems highly impracticd. There seems
little judtification, given the late date, that complex transactions occurring before the
effective date of therevised IASB in paragraph B13. Indeed, the language of B13 would
seem to argue strongly againgt the question’s suggested timing.  For avoidance of
precisdy those problems enumerated in B13, it is not rationd for trangtion to reguire
retroactive gpplication of IFRS 3. Resolution of this problem suggests very strongly thet
the adoption date of the revised sandard should be used as the effective date.



NAMIC isgrateful for the opportunity to comment on IFRS 3 and respectfully urges your
observation of our reservations with the exposure draft as noted above. Contact with our

associaion on this matter can be made with me or with William Boyd, our manager of
financid regulation.

Very truly yours,

Gregg A. Dykstra, JD.
Generd Couns

Senior Vice Presdent - Interna Operaions
NAMIC

William Boyd
Financid Regulation Manager
NAMIC



