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Example presentation of the Statement
of Comprehensive Income in compliance
with the Exposure Draft on Insurance
Contracts issued in July 2010

Executive summary

The International Accounting Standards Board

(IASB) issued an Exposure Draft (ED) on 30 July
2010 which, if adopted, will replace IFRS 4 Insurance
Contracts (IFRS 4). The ED seeks to establish a single
consistent recognition and measurement model,

with complementary presentation and disclosure
requirements aimed at enhancing transparency, for all
insurance contracts issued by entities reporting under
International Financial Reporting Standards.

This publication provides an overview of the
presentation model and specific disclosures required
by the ED. It highlights the main differences with the
previous presentation requirements under IFRS 4,
and considers some possible implementation issues.
It does not attempt to highlight the differences
between the current and the proposed measurement
model. The analysis is based on a fictitious composite
insurer (Insurance Group Ltd.) and seeks to illustrate
how the current presentation of the Statement of
Comprehensive Income under IFRS can be transformed
into the presentation model that the ED proposes.
The analysis also seeks to show how the presentation
within the Statement of Comprehensive Income
interacts with the reconciliation of insurance contract
balances - a new disclosure requirement proposed

in the ED.

The proposed presentation model under the ED (the
summarised margin presentation) intends to present
the drivers of underwriting performance as a means to
provide insight into the accuracy and reliability of the
estimated cash flows for the insurance contracts. The
traditional financial performance indicators such as
premium volume, insurance benefits and claims, may
now be presented in the financial statement footnote,
Reconciliation of Contract Balances.

Should this model be adopted in the new standard,
users of financial reporting, including analysts and
regulators who are more familiar with the concepts of
premiums, claims and benefits, might need additional
guidance to understand the key financial indicators,
especially the underwriting performance. As stated

in our comment letter to the IASB on the ED, we
believe that a summarised margin presentation will not
provide more useful information to all users of financial
statements because it will not convey adequate
information about an insurer's operations. Please

see our comment letter, submitted to the IASB on

30 November 2010.




Background

The ED proposes that an insurer measures insurance liabilities
using a model based on the ‘present value of the fulfilment cash
flows’ plus a residual margin.

Building on the proposed measurement model, the presentation
model seeks to reflect the key financial indicators of an insurance
entity: underwriting margin, experience adjustments, changes in
estimates and interest on insurance contract liabilities. This differs
significantly from the presentation format currently applied by
insurers. IFRS 4 and IAS 1 Presentation of Financial Statements
are largely silent on the format of the Statement of Comprehensive
Income for insurers. However, most insurers currently apply a
revenue-based model in which premium volume and changes in
insurance liabilities take centre stage.

The ED presentation model is based on the summarised margin
approach. Premiums, claims and expenses (including acquisition
costs) that relate to the fulfilment of insurance contracts are no
longer shown on the face of the Statement of Comprehensive
Income.

A modified model is proposed in the ED for short-duration
contracts that meet certain criteria. The illustration below reflects
the presentation requirements of this modified model as well.

Presentation and disclosures

lllustration

The illustration begins with a traditional Statement of
Comprehensive Income of Insurance Group Ltd. It shows how the
information could be disclosed in the new format contained in the
ED. Assumptions made in preparing these disclosures are included
in Appendix 1. The presentation requirements summarised from
the ED are stated in Appendix 2.



Current presentation

The Statement of Comprehensive Income currently presented by
Insurance Group Ltd. under existing IFRS is illustrated below:

Table 1: Statement of Comprehensive Income

Life* General* Total
Gross premiums 6,728.8 2,335.3 9,064.1
Premiums ceded to reinsurers -336.4 -196.2 -532.6
Net premiums 6,392.4 2,139.1 8,531.5
Dividend and interest income 1,657.5 157.2 1,814.7
Investment gains and losses -709.8 122.9 -586.9
Investment gains and losses 902.6 0.0 902.6
attributable to unit-linked
policyholders
Total investment income 1,850.2 280.1 2,130.3
Total revenue 8,242.6 2,419.2 | 10,661.8
Gross benefits and claims 5,079.8 1,497.4 6,577.2
paid
Claims ceded to reinsurers -254.0 -75.9 -329.9
Movements in insurance -842.8 -9.3 -852.1
liabilities due to change in the
interest rate
Changes in unit-linked 902.6 0.0 902.6
liabilities
Other movements in 1,486.2 42.0 1,528.1
insurance liabilities
Net benefits and claims 6,371.7 1,454.2 7,825.9
Acquisition costs 319.0 444.3 763.3
Other costs 768.3 256.1 1,024.4
Other expenses 1,087.3 700.4 1,787.7
Total benefits, claims and 7,459.0 2,154.6 9,613.6
other expenses
Profit before tax 783.6 264.6 1,048.2
Income tax expense 199.8 67.5 267.3
Profit for the year 583.8 197.1 780.9

* Under IFRS, it is not required to present the statement of
comprehensive income for life insurance contracts separately from the
general insurance contracts




Proposed presentation

[llustration of the Statement of Comprehensive Income proposed by the ED:

Table 2: Statement of Comprehensive Income proposed under ED

Short-duration Long-duration

ED reference Footnote contracts contracts
75@)i Premium revenue 2,335.3 2,335.3
77,46 Premium ceded to reinsurers -196.2 -196.2
75@ii Claims incurred -1,497.4 -1,497.4
7 Claims ceded to reinsurers 75.9 75.9
75Q@iii Expenses incurred -341.5 -341.5
75@)iv Amortisation incremental acquisition costs -330.9 -330.9
75@) Underwriting margin short-duration contracts, net of 45.3 45.3

reinsurance**
72@)i Release of risk adjustment claims liabilities, gross 144.4 144.4
7 Release of risk adjustment claims liabilities, -21.7 -21.7

reinsurance

Total release of risk adjustment claims liabilities 122.8 122.8
72@)i Release of risk adjustment 169.5 169.5
T2@@ii Release of residual margin 82.8 82.8
77 Underwriting margin long-duration contracts 252.3 252.3
72(byiii New business losses (onerous contracts) -56.6 -56.6
72(C) Non-incremental acquisition costs -113.4 -82.8 -196.3
72(d)i Experience adjustments and change in discount rates 2 -9.8 962.5 952.8
72(e) Interest accretion -60.4 -1,239.4 -1,299.8
78(@) Movements in unit-linked liabilities -902.6 -902.6

Total other expenses -183.6 -1,318.9 -1,502.5
IFRS 7 Investment income 1 280.1 947.6 1,227.7
78(b) Investment income attributable to unit-linked 902.6 902.6

policyholders

Total investment income 280.1 1,850.2 2,130.3

Profit before tax 264.6 783.6 1,048.2

Income tax expense 67.5 199.8 267.3

Profit for the year 197.1 583.8 780.9

* All general insurance contracts are assumed to meet the definition of short-duration contracts

** The ED allows the detailed breakdown of the underwriting margin for short-duration contract to be presented either on the face

of the statement of comprehensive income or in the notes to the financial statements

Table 2 Footnote disclosures

Footnote 1 Investment income

IFRS reference Short-duration contracts Long-duration contracts

IFRS 7 Dividend and interest income 157.2 1,657.5

IFRS 7 Investment gains and losses 122.9 -709.8
Investment income 280.1 947.7

Footnote 2 Experience adjustments and change in discount rates

ED reference Short-duration contracts Long-duration contracts
Experience adjustments -19.1 11.3
Change in discount rate 9.3 951.2
72(d)ii Experience adjustments and -9.8 962.5

change in discount rates

Presentation and disclosures



The following interpretations have been made of the ED:

» Even though the change in risk adjustment is not separately
identified as part of the underwriting margin in accordance with
paragraph 75(a), the release of the risk adjustment from claims
liabilities for short-duration contracts is separately presented in
this illustration as it is a component of the underwriting margin in
accordance with paragraph 72@).

» The effects of a change in discount rate related to long-duration
contracts are shown separately from changes in estimates of cash
flows in footnote disclosure 2. This is to support the requirement
in paragraph 73 that changes in discount rates and interest on
insurance liabilities should be disclosed in a manner that reflects
their relationship with the investment return on the assets
backing those liabilities. Such disclosure might also be elaborated
further by the insurer to explain the earnings volatilities that
arise due to market movements and mismatches between the
investment returns and the required amounts due to interest
accretion on the insurance liabilities. This disclosure can be
presented as follows:

Table 3: Investment income, interest accretion on insurance
liabilities and changes in discount rates

Short-duration Long-duration

contracts

contracts

Dividend and interest income 157.2 1,657.5
Investment gains and losses 122.9 -709.8
Investment income 280.1 947.7
Interest accretion -60.4 -1,239.4
change in discount rates 9.3 951.2
Interest accretion and -51.1 -288.2
change in discount rates

Net return on investment* 229.0 659.5

*For non-linked business after interest accretion on insurance liabilities

From the illustration, it is evident that premiums, claims, claim
handling costs and incremental acquisition costs included in the
measurement of the insurance liability are not presented on the
face of the Statement of Comprehensive Income for long-duration
contracts; these are treated as deposit receipts or repayments.
The financial statement reader must refer to the Reconciliation of
Contract Balances’ footnote for disclosure of these gross financial
performance indicators.

In addition, for short-duration contracts there is a choice to present
premium revenue, claims incurred and expenses incurred on

the face of the Statement of Comprehensive Income. Therefore,
property and casualty insurers may present the Statement of
Comprehensive Income in a format close to their current practice.
Composite insurers may opt for a presentation of underwriting
margins with a disclosure of the volume indicators.

The illustration of the Statement of Comprehensive Income under
the ED provides information about the actual cash flows compared
to earlier assumptions and changes in these assumptions.
Presentation of this format is consistent with current embedded
value reporting, so it is not entirely new for some insurers and
financial analysts.




The following schedule provides an illustration of Reconciliation of Contract Balances for long-duration contracts:

Table 4: Reconciliation of Contract Balances

Total insurance Risk adjustment Residual margin
liabilities*

para 86(a) para 86(b) para 86(c)

87@) Carrying amount beginning of period 52,281.3 2,419.2 1,022.6

Changes in risk adjustment and residual margin

87(b) New contracts recognised 56.6 177.9 71.3
87(©) Premiums received 6,392.4
87(d)i Claims and benefits paid -4,825.8
87 (@iii Incremental acqusition cost** -236.2
87(dii Operating expenses incurred -768.3
Total cash flows 562.0 - -
L Reuts |
Underwriting margins -252.3 -169.5 -82.8
Experience results -50.1
87(f) Operating assumption changes 38.8
Change in discount rates -951.2 -25.9
Interest accretion 1,239.4 51.7 43.6
Movements in unit-linked liabilities 902.6
927.2 -143.7 -39.2
87(a) Carrying amount end of period 53,827.1 2,453.4 1,054.8

* Risk adjustments and risk margin are components of the total insurance liabilities. Therefore, the sum of these two components does not
equal to the total liabilities.

** The ED treats the incremental acquisition costs as fulfilment cash flows. Those acquisition costs are therefore included as a cash outflow
(payment) in the reconciliation of contract balances from insurance contracts. A separate disclosure may be included that highlights the
effect of the incremental acquisition costs on the residual margin.

Note: In this schedule, you see the value of new business and the addition to the residual margin that reflects the expected
contributions of the new contracts recognised during the reporting year. The residual margin increase could become a monitored
performance metric in the future.
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The schedule below (Table 5) illustrates the roll-forward of short-duration contracts:

Risk NN
adjustment adjustment

Total  Pre-claims Claims in claims Total  Pre-claims Claims in claims
insurance liabilities liabilities liabilities reinsurance reinsurance reinsurance reinsurance Net
liabilities 88(a) 88(c) 86(h) assets assets assets assets position

87(@) Carrying 3,301.7 635.2 2,666.4 233.9 B50K5 14.9 344.6 41.3 2,942.1
amount
beginning
period
Cash flow:

87(0) Premium 2,325.8 2,325.8 198.8 198.8 2,127.0
received

87(d)i Claims paid -1,406.7 -1,406.7 -70.7 -70.7 -1,336.1

87(d)iii  Incremental -348.9 -348.9 -19.4 -19.4 329,35
acquisition
costs paid

87(d)ii  Expenses paid -345.3 -345.3 -345.3

224.9 1,976.9 -1,752.1 108.7 179.4 -70.7 116.2

Results:
Underwriting -146.2 -1,985.0 1,838.9 119.7 -100.9 -176.8 75.9 6.1 -45.3
margin
Release risk -144.4 -144.4 -144.4 -21.7 -21.7 2N -122.8
adjustment
Experience 8.7 8.7 =129 =129 21.7
results

87(H)
Changes in -3.4 -3.4 -0.3 -0.8 -0.8 -0.2 -2.6
estimates
Change in -10.3 -1.6 -8.7 =il 0.0 -1.0 3
discount rate
Interest 66.2 11.1 55.1 3.9 6.0 0.3 5.7 0.0 60.2
accretion

87(@a) Carrying
amount end of
period 3,297.1 636.6 2,660.5 212.8 336.8 17.8 319.0 25.5 2,960.3

The following comments should be considered:

» For those contracts for which uncertainty about the amount and timing of claims payments is not typically resolved fully within one year,
an insurer must disclose the claims and expenses incurred during that period. In the illustration, this requirement is met by showing the
experience results and changes in estimates on previous years' claims, as well as the release of the risk adjustment separately.

What should be considered in preparing the presentation?

» Insurance contract classification: In a scenario where the insurer writes long-duration life insurance contracts and reinsures a portion of the
risks using a short-duration contract, the insurer is required to present these contracts under two separate models.

» The (re)insurance liability: Under the above-mentioned scenario, the insurance liability is required to be measured using the fulfilment
model and presented in accordance with the summarised margin model. However, the reinsurance contracts is required to be accounted for
following the short-duration model.



Findings

Whilst the Statement of Comprehensive Income reflects the IASB's
measurement model, it results in quite different financial measures
being highlighted. The attention is now drawn to the movements
in insurance margins and expected cash flows. Under this model,
experience results are presented separately from the impact of
changes in the assumptions/estimates. Hence, the profitability

of the underwriting process is separated from the results arising
from the accounting estimation process as well as the reliability

of the cash flow estimation process. If this presentation model will
be reflected in the final standard, it will demand a strong investor
relations effort to explain the new performance metrics.

The presentation model no longer gives information about
premium volume and claim benefits for long-duration insurance
contracts in the Statement of Comprehensive Income. This will

be a major change for insurers, as the basis for established
financial performance indicators, such as the Combined Operating
Ratio, may be relegated to the notes to the financial statements,
specifically, the Reconciliation of Contract Balances.

Due to the model, the presentation of expenses related to the
insurance business, general expenses, non-incremental acquisition
costs and incremental acquisition costs is scattered over the
financial statements. Additional disclosures may be required to
provide a complete picture of expenses.

Further enhancements and clarifications relating to the details

of the presentation, as well as the choices between presentation
and disclosure proposed in the ED, are necessary. This is certainly
the case for composite insurers, bancassurers and situations
where direct insurance contracts and the related risk-mitigating
reinsurance contracts appear under different contract
classification. For example, direct insurance contracts are
classified as long-duration, whilst reinsurance contracts are
classified as short-duration.

Concluding remarks

The combination of the proposed measurement model and the
proposed changes to presentation represent a major change

for insurers and the established financial measures. Some users
will find this presentation enhances the relevance and decision
usefulness of the financial statements in terms of presenting

the underwriting performance drivers and the fulfilment value

of insurance liabilities of an insurer. However, we believe that a
summarised margin presentation will not provide more useful
information to all users of financial statements because it will not
convey adequate information about an insurer’s operations.

As illustrated in the previous schedule, the proposed format of the
Statement of Comprehensive Income focuses on the main drivers
of the profitability of insurance contracts, whilst the footnote
disclosure of the reconciliation of contract balances provides insight
into the traditional financial performance indicators.

Should the proposed presentation model be adopted in the new
standard, users of financial reporting, including analysts and
regulators who are more familiar with the concepts of premiums,
claims and benefits, might need additional guidance to understand
the financial indicators. In addition, insurers are likely to require
significant changes to existing systems and processes to produce all
of the newly required disclosures.
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Appendices

Appendix 1
Assumptions made in preparing the illustrative example:

General insurance contracts and related reinsurance contracts are
of short duration, i.e., the coverage period of the insurance contract
is one year or less. In addition, the contract does not contain
embedded options or other derivatives that significantly affect the
variability of cash flows after unbundling any embedded derivatives.
No life insurance contracts and related reinsurance contracts are
classified as short-duration contracts.

Comparative figures have not been provided for the income
statement:

» The Statement of Comprehensive Income does not reflect all
items, but is focused on insurance specific requirements as
proposed in the ED. For example, general administration and
overhead expenses are excluded from this illustration.

» Amounts presented in the traditional Statement of
Comprehensive Income (table 1) are already determined in
accordance with the measurement models under the ED. No
changes are applied to the measurement basis.

The following items have not been addressed in the case study:

» Losses on reinsurance contracts acquired in a portfolio transfer
(para 72(b)i).

» Gains on reinsurance contracts bought by a cedant
(para 72(b)ii).

Appendix 2

Presentation requirements of the ED

Statement of Financial Position (para 69 - 71)

The ED requires presentation of each portfolio of insurance
contracts as a single item within insurance contract assets or
liabilities. An insurer is not permitted to offset reinsurance assets
against insurance contract liabilities.

The ED requires assets and related liabilities associated with
unit-linked contracts to be presented as single line items by the
insurance entity that owns the assets and is contractually obligated
to pay the liabilities.

Statement of Comprehensive Income (para 72 - 78)
An insurer is required to present, at a minimum, the following items:

» The change in risk adjustment

» The release of residual margin

» Differences between expected and actual cash flows

» Changes in estimates of cash flows and changes in discount rates
» Interest on insurance contract liabilities

Changes in discount rates and interest on insurance liabilities should
be disclosed in a manner that reflects their relationship with the
investment return on the assets backing those liabilities.

The margin presentation requires an insurer to treat all premiums
in the same way as deposits and all claims and benefits in the
same way as repayments to the policyholder. This means that

premiums, claims expenses, claims handling expenses, incremental
acquisition costs and expenses included in the measurement of the
insurance contract should not be presented in the Statement of
Comprehensive Income.

The ED requires certain short-duration contracts applying the
simplified measurement model to use a different presentation
model. An insurer applying the simplified measurement model is
expected to present, at a minimum, the following items (although
the insurer has the choice to give this information either in the
statement of comprehensive income or in the disclosures):

» Premium revenue

» Claims incurred

» Expenses incurred

» Incremental acquisition costs incurred

Income and expenses from unit-linked contracts should be
presented as a single line item, and should not be combined with
income and expense from the insurer's other insurance contract
assets and liabilities.

Reconciliation of Contract Balances (para 85 - 89)

A reconciliation is required from the opening and the closing
aggregate contract balances, in respect of each of the following
as applicable:

» Insurance contract liabilities and, separately, insurance
contract assets; as well as risk adjustments and residual
margins included therein

» Reinsurance assets arising from reinsurance contracts held
by the insurer as a cedant; as well as risk adjustments and
residual margins included therein, and impairment losses on
reinsurance assets

For each reconciliation the insurer should present, at a minimum,
the following items as applicable:

» The carrying amounts at the beginning and end of the period

» New contracts recognised during the period

» Premiums received

» Payments, with separate disclosure of:
» Claims and benefits
» Expenses
» Incremental acquisition costs

» Other cash paid and, separately, other cash received

» Income and expense, reconciled to the amounts disclosed in the
Statement of Comprehensive Income

» Amounts relating to contracts acquired from, or transferred to,
other insurers in portfolio transfers or business combinations

» Net exchange differences arising from the translation of foreign
currency amounts into the presentation currency

For certain short-duration contracts applying the simplified
measurement, an insurer should disclose the reconciliation
separately for:

» Pre-claims liabilities
» Additional liabilities for onerous insurance contracts
S ETNSIE I ES



Contacts

Area IFRS insurance contacts

Global Centre of Excellence

James Dean
Kevin Griffith
Christine Holmes

Americas

+44 20 7951 1404
+44 20 7951 0905
+31 88 407 3876

jdean1®uk.ey.com
kgriffith@uk.ey.com
christine.holmes@nl.ey.com

Richard Lynch
Kenneth Marshall

Actuarial
Mark Freedman (Life)
Liam McFarlane (Property and Casualty)

Japan

+1 212 773 5601
+1212 773 2279

+1 215 448 5012
+1 416 941 7751

richard.lynch@ey.com
kenneth.marshall@ey.com

mark.freedman@ey.com
liam.mcfarlane@ca.ey.com

Peter Gaydon
Kenji Usukura

Far East

+81 3 3503 2998
+81 33503 1191

gaydon-ptr@shinnihon.or.jp
usukura-knj@shinnihon.or.jp

Kieren Cummings

Oceania

+85 2 2846 9888

kieren.cummings®hk.ey.com

Mark Raumer

Europe, Middle East, India and Africa

+61 2 9248 4832

mark.raumer@au.ey.com

Rolf Bachler (Switzerland)
Justin Balcombe (Dubai)

Niek de Jager (The Netherlands)
Cornea De Villiers (South Africa)
David Foster (UK)

Pedro Garcia Langa (Spain)
Bhavesh Ghandi (Bahrain)

Peter Griffiths (Bahrain)
Andrew Halim (UK)

Jasper Kolsters (UK)

Loic Moan (France)

Gabriele Pieragnoli (Italy)

Rohan Sachdev (India)

Nicole Verheyen (Belgium)

Ralf Widmann (Germany)

Actuarial
Brian Edey (Life)
Alex Lee (Property and Casualty)

+41 58 286 44 95

+00 971 5660 31149

+31 88 407 3849
+27 21 443 0364
+44 20 7951 5687
+34 915727 812
+00973 1751 4758
+00973 1751 4777
+44 20 795 16294
+44 20 7951 6977
+3314693 4202
+39 027 221 2434
+91 22 4035 6300
+32 32701394
+49 711 9881 15142

+41 58 286 4224
+44 20 7951 1047

rolf.baechler@ch.ey.com
justin.balcombe.ae.ey.com,
niek.de.jager@nl.ey.com
cornea.devilliers@za.ey.com
dfoster@uk.ey.com
pedro.garcialanga®@es.ey.com
bhavesh.ghandi@bh.ey.com
peter.griffiths@bh.ey.com
ahalim@uk.ey.com
jkolsters@uk.ey.com
loic.moan@fr.ey.com
gabriele.pieragnoli®@it.ey.com
rohan.sachdev@in.ey.com
nicole.verheyen@be.ey.com
ralf.widmann@de.ey.com

brian.edey@ch.ey.com
alee6@uk.ey.com



Ernst & Young

Assurance | Tax | Transactions | Advisory

About Ernst & Young

Ernst & Young is a global leader in assurance, tax,
transaction and advisory services. Worldwide,
our 141,000 people are united by our shared
values and an unwavering commitment to quality.
We make a difference by helping our people, our
clients and our wider communities achieve their
potential.

Ernst & Young refers to the global organization of
member firms of Ernst & Young Global Limited,
each of which is a separate legal entity.

Ernst & Young Global Limited, a UK company
limited by guarantee, does not provide services
to clients. For more information about our
organization, please visit www.ey.com.

About Ernst & Young's Global Insurance Center
Insurers must increasingly address more complex
and converging regulatory issues that challenge
their risk management approaches, operations and
financial reporting practices.

Ernst & Young's Global Insurance Center brings
together a worldwide team of professionals to help
you achieve your potential — a team with deep
technical experience in providing assurance, tax,
transaction and advisory services. The Center
works to anticipate market trends, identify the
implications and develop points of view on relevant
industry issues. Ultimately it enables us to help you
meet your goals and compete more effectively.

It's how Ernst & Young makes a difference.

© 2010 EYGM Limited.
All Rights Reserved.

EYGno. AUO721
1012-1214161 NY

Ernst & Young is committed

to reducing its impact on the
environment. This document was
printed using recycled paper and
vegetable-based ink.

This publication contains information in summary form and is
therefore intended for general guidance only. It is not intended to
be a substitute for detailed research or the exercise of professional
judgment. Neither EYGM Limited nor any other member of the
global Ernst & Young organization can accept any responsibility for
loss occasioned to any person acting or refraining from action as

a result of any material in this publication. On any specific matter,
reference should be made to the appropriate advisor.

www.ey.com/insuranceifrs



