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1. Mark to model when market are illiquid

The educational guidance released by the IASB on 31 October is an improvement for insurers who have to determine fair value when markets become inactive. This has been welcomed by the EU 3 Level 3 Committees and the European Commission.
However, we are concerned that the IASB educational guidance requires that when preparers mark to model in level 2 or 3 of the hierarchy of fair value, management need to estimate what a market participant would require in order to take on the asset. In current market circumstances, market participants would likely require a high liquidity premium to transfer the asset, which brings preparers back to market prices when they exist. Preparers need to be allowed to adjust fair value (ie: not to take into account the big credit spreads currently observed) to reflect the long term perspective of their business (especially for long term insurance business).

2. Possibility to reclassify out of FVTPL assets designated with the FVO

The recent amendment of IAS 39 does not apply to assets designated with the FVO. It only concerns the trading portfolio which is not significant for most European insurers. The FVO is used by insurers mainly to:

· Avoid an accounting mismatch (by example to value assets backing contracts where the risk is born by the policyholder)

· Value assets which are managed and their performance measured on a fair value basis

European insurers would like to have the possibility to reassess if the conditions that led to the decision to exercise the FVO at initial recognition are still met. If not, we would like to have the possibility to reclassify those assets out of the FVTPL. This could be the case when market disappear for some financial assets (market become illiquid) or when the market price does not reflect any more the fair value of the assets (ie: in rare circumstances, like those imposed on the possibility to reclassify out of the trading portfolio). In those cases, we believe that the rationale for using the FVO is not longer met and therefore we would like to reclassify those assets. 
It is important to notice that the recent amendment of IAS 39 has introduced flexibility for trading assets but not for but not for assets designated at fair value through P&L by option. The underlying market conditions justifying the reclassification out of the trading portfolio also apply for the assets designated with the FVO.
3. Impairment rules

3.1 Reversal of impairment of equity classified in AFS

Currently, the impairment of a AFS equity goes into the income statement but the reversal of such impairment goes through OCI. We support that the reversal impairment on AFS equities would be booked through income statement with appropriate (and exhaustive) disclosures, including the reasons, conditions and circumstances triggering the reversal. Those disclosures would help to develop the market discipline needed to support the credibility of financial reporting.
3.2 Alignment of impairment of bond securities between HTM and L&R

Currently the triggers and the benchmark to calculate impairment on a bond security vary depending if the security is classified as HTM and L&R. We recommend that those rules should be aligned. In addition, we believe that the fact that the benchmark for computing the impairment on a bond security classified as HTM is the market value in not consistent with the requirement and the management intention to hold the asset until maturity. Indeed, using the market price lead insurers to recognize the impact of interest rate changes which is not relevant as the security is held until maturity.

