B IFRS IASB Insurance Contracts Project September 2010

Field Testing Instructions and Questionnaire

A. Introduction

Thank you for offering to take part in field testing the proposals in the IASB’s Exposure Draft

(ED) Insurance Contracts. Through field testing we aim:

= to understand how the proposed approach would operate in practice;

= to identify where more detailed implementation guidance may be required;

= to evaluate the costs and benefits of the proposed approach;

= to assess how the proposed approach will help insurers to communicate with users of their
financial statements.

During this round of field testing, the IASB intends to test the overall accounting model for

insurance contracts proposed in the ED. A previous round tested targeted areas to support

the Board in the development of the ED.

We appreciate that this will be a busy period for many of you. Other ongoing commitments

may limit your resources for field testing. Therefore, we recognise that you may need to tailor

your efforts to limited areas in the light of your available resources and to restrain the scope of

your testing activities within a selected area of your business. If, at any stage, you have

concerns about whether you can complete the testing within the required time and at an

acceptable cost, please feel free to discuss with us whether there are ways to modify the

scope or nature of the testing while still achieving our objectives.

Confidentiality

We will treat your field test results in the strictest confidence. At the same time, the IASB and
the FASB intend to continue to consider jointly issues arising from the ED. Therefore, we
intend to share field test information with the FASB project team and involve them in at least
some conference calls that will be held with participants. We will not release any data from
individual participants to parties other than staff and Board members of the IASB and FASB.
Any information we release publicly about the results of the field tests will not enable readers

to identify data about individual participants.

If you have any questions on the IASB field testing activity please contact:
Alessandro d’Eri, aderi@ifrs.org, Tel: +44 (0)20 7246 6495
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B. Instructions

These instructions are intended to assist participants in determining the scope of their field
testing activities. Although we expect participants to choose the most appropriate format to
report their findings, we hope these instructions will assist them in preparing their submissions
to the IASB.

Timing

We would like all participants to complete Part | - General Information by 14 October 2010.
We would like participants to complete their testing and report their findings to us by 30
November (the comment deadline for the exposure draft). We would also welcome ongoing
status updates and early submission of partial results. However, we realise that this timetable
is tight. Therefore, if you cannot complete the testing by that date, we would be very grateful if
you could give us some preliminary findings by the end of November 2010 and your final

findings by the end of December 2010.

Field Test Design and Structure

We would like participants to test the proposals in the ED regarding:

(a) the measurement model for insurance contracts;
(b) the presentation of the statement of comprehensive income; and
(c) the related disclosure requirements (testing of the disclosure requirements is included

in the measurement section and in a separate optional section).
The section marked as “optional” is an integral part of the Questionnaire, but we suggest

participants to address it only when the other sections have been wholly or partially completed.

The field test questionnaire is structured as follows:

(a) Part | — General information. This section asks for information that will allow us to
understand what the coverage of the field test is in terms, for example, of type of
business and products that participants have offered to test. We also request
information about how the participant intends to apply the ED proposals in completing
this field test exercise. This information will provide us with a preliminary overview of

the field testing activities so that, where needed, we can clarify any
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misunderstandings or tweak the extent of the testing before it takes place. As noted
above, we ask that this section is submitted by 14 October.

(b) Part Il — Testing the measurement model. We aim to test both the main
measurement model and the modified approach for short-duration contracts.
However, participants may focus on one of those two approaches.

(c) Part Ill — Testing the proposals for the presentation of the statement of
comprehensive income.

(d) Part IV — Testing disclosure requirements (optional).

(e) Part V — Testing other aspects of the accounting for insurance contracts. This
section asks questions on specific aspects of the accounting for insurance contracts,
although we have not repeated the questions included in the Invitation to Comment on
the ED. We presume you will consider these questions anyway in preparing your
response to the ED. In particular, we ask for information comparing the risk
adjustment plus residual margin approach (proposed in the ED) and the composite
margin approach (favoured by the FASB). We appreciate that this may require you to
perform some additional work, but we believe this exercise will help the IASB and the

FASB assess which of these two approaches they should adopt.

The extent of testing would depend on your time and other resources constraints. The testing
should, ideally, cover two reporting periods and involve one or more selected areas of
your business (it may involve, for example, testing complete books of business or single
products, selected product lines or business units, etc). Testing may include both direct
insurance and related reinsurance contracts. We also suggest that participants test how the
proposals would apply in interim reports (for contracts whose duration is 6 months or less, at

least on a quarterly basis).

In the measurement and presentation sections, we would like participants to extend the test to
both the insurance liability and the related assets. This would include information on the
measurement of reinsurance assets as well as financial and non-financial assets related to the
insurance liabilities being tested. For this purpose, we would ask participants to apply IFRS 9
to account for the financial assets and other IFRSs to account for non-financial assets. Testing
both the liability and the asset side will better highlight the existence — as well as the impact —

of any accounting and economic mismatches that may arise.
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Field Test Output

We would like to receive your feedback on each of the items being tested in a narrative form
supported, if appropriate and feasible, by quantitative information.

In order to limit the resources required for the field test, you may want to consider
incorporating in your testing information that is already available to you or readily obtainable.
If your testing is subject to limitations that may result from the re-use of existing information for
the purpose of this field test, or from “simplifying” a real-life environment to better fit the case-
study approach, please indicate clearly any such “simplifying hypotheses” in Part | of the
Questionnaire. In addition, if you subsequently need to make further simplifications after the

submission of Part | of the Questionnaire, please send us details together with your results.

Cost-benefit considerations

In general, information regarding the impact of the proposals will assist the Board in better
assessing cost-benefit considerations as well as determining the relative importance of
selected proposals. Therefore, we will ask you to provide an assessment of both benefits and
costs (both one-time and ongoing) of implementing the proposals.
Benefits associated with a new standard may include:
= better information for users;
= increased credibility and representational faithfulness of financial reporting, which is
critical to investor confidence; and
= improved financial processes resulting in better pricing, risk and capital management.
Costs may include:
= costs to understand the new requirements (eg training costs); and
= costs to collect, process and analyse new information (eg costs associated with
systems changes).
We recognise that it may be easier to quantify costs rather than benefits, although we think

there is value in trying to identify both.
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C. Questionnaire

Part | — General information

(If more than one block of business is tested, please provide general information for each of

them.)

(a) Test objective (main measurement model and/or modified measurement model for
short-duration contracts).

(b) Object of testing (Group of entities — Single entity — Line of business — Single product).

(c) Type of business (Life — Non-Life).

(d) Overview of product(s) (Main features, key profit drivers, key risks).

(e) Indication of the source of data and of any limitations (including any simplifying
hypotheses) adopted for this field test together with a high-level description of how the
participant intends to test the ED proposals.

) Existing accounting policies under which the product(s) being tested are accounted for
(please indicate the specific set of accounting standards you apply, eg IFRSs, US
GAAP, etc).

(9) If participating contracts are tested, please provide details on the participating features.
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Part Il — Testing the measurement model (paragraphs 16-66, B34-
B110 and BC45-BC155)

Considering (a selected part of) your business:

(a)

(b)

(c)

(d)

(e)

(f)

(9

(h)

()

Please apply the proposed measurement model to account for insurance liabilities
and related reinsurance assets. Please use the relevant IFRS to measure the
financial and non-financial assets related to the business being tested (please apply
IFRS 9 for financial assets).
Description of the assumptions and the techniques used for the calculation of the
following:

i. present value of fulfilment cash flows (including description of any

incremental acquisition costs);
ii. the risk adjustment; and
iii. the discount rate (with separate indication of the calculation of the liquidity
premium).

Description of the run off of the margins and indication of changes in estimates and
experience adjustments.
Please highlight any issues you have experienced in applying the measurement
approach with the different levels of aggregation provided for the different building
blocks (eg allocation of the risk adjustment to the cohort level of aggregation for the
residual margin).
Please prepare a reconciliation of movements in contract balances (roll forward) in
accordance with paragraphs 86-89 of the ED (providing separate indication of the
amount of non-incremental acquisition costs).
In accordance with par. 90 (b) (i) of the ED, please provide information regarding the
confidence level to which the risk adjustment corresponds.
If you apply the modified approach in paragraphs 54-60 of the ED, please ensure your
test includes the application of paragraph 60 (onerous contracts).
A list of the key assumptions made.
Narrative description of the output, analysis and interpretation of results.
Implementation considerations:

i. Cost/ benefit considerations.
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(k)

ii. Overall practicability and feasibility issues.

iii. Potential implications for systems and / or financial reporting processes.

iv. Does this ED supply the right amount of guidance, or is the guidance too
much or too little?

v. Do you think that any of the proposals impose unnecessary burdens? If so,
what do you propose to simplify these proposals while achieving the same
objective?

Any other considerations from the participant.

Part lll - Testing the presentation of the statement of comprehensive
income (paragraphs 72-78 and BC157-BC187)

Please prepare a statement of comprehensive income in accordance with paragraphs
72-78 of the Exposure Draft. The statement of comprehensive income should also
include income and expenses arising from the financial and non-financial assets
related to the business being tested. (Please apply IFRSs to account for these assets

and, in particular, IFRS 9 to account for financial assets.)

Part IV — Testing disclosure requirements (optional) (paragraphs 79-
97, BC242 and BC243)

(a)

(b)

In addition to the information requested in Part Il paragraphs (e) and (f), please
prepare disclosures to comply with the proposed requirements in paragraphs 79-97 in
the ED, to supplement the information on the measurement approach.

We recognise that you may not have time to prepare these disclosures to the high
standard required for published financial statements. If you are willing to share the
disclosures with us, we would be interested in seeing them, but we realise this may be
difficult if the disclosures contain information that is not in the public domain. Our
primary objective in asking you to prepare the disclosures is to identify any practical
issues and to gain an impression of whether the disclosures are complete, clear and
necessary.

Do you think that the information presented on the face of financial statements and
the information conveyed in the disclosure provide together a complete set of

information for users of financial statements? Do you think non-GAAP measures
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(c)

would need to supplement these disclosures? If so, which non-GAAP measures would
you insert?

What is the impact of the application of the proposed disclosure requirements in
quantitative (eg additional work hours needed) and qualitative (eg clarity of

information) terms as compared to current practice?

Part V — Testing specific issues

(a)

(b)

(c)

(d)

Definition of a portfolio of insurance contracts

How did you apply the definition of a portfolio of insurance contracts provided in the
ED?

Definition of incremental acquisition costs

i. Do you have any practical issues in distinguishing between incremental acquisition
costs as determined at a contract level and non-incremental acquisition costs?

ii. What kinds of non-incremental acquisition costs did you incur?

Unbundling

i. Do you have any practical issues in applying the unbundling principle?

i. What type of products do you think would qualify for unbundling according to the
principle proposed in the ED?

iii. For products that you unbundled, how significant were the effects of unbundling?

iv. For products that you did not unbundle, would unbundling have been more

appropriate?

Composite vs. Residual margin

i. What is the impact of the application of the composite margin approach at initial
recognition to (a selected part of) your business, compared to the application of a
residual margin approach? In other words, if you identified any loss at initial
recognition under the residual margin approach, how much of that loss was due to

the risk adjustment?
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(e)

ii. Considering subsequent measurement, how does the run off of the margins under
the two approaches (composite vs. residual margins) differ when applied to (a

selected part of) your business?

Transition

i. What is the impact of the application of the proposed transitional requirements for
(a selected part of) your business?

i. Would you be able to apply a fully retrospective transitional approach? If so,
please explain how you would implement it.

iii. Do you see any issues in the application of the proposed disclosure requirements

on transition?
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