
 
 
 
 
 
 
 
01 September 2009 
 
International Accounting Standards Board 
30 Cannon Street 
LONDON EC4M 6XH 
United Kingdom 
Email: iasb@iasb.org 
 
Dear Sir/Madam 
 
LONG-TERM INSURANCE PROJECT GROUP SUBMISSION ON REQUEST FOR 
INFORMATION (‘EXPECTED LOSS MODEL’) IMPAIRMENT OF FINANCIAL 
ASSETS: EXPECTED CASH FLOW APPROACH  
 
In response to your request for information on the feasibility of an expected loss model for 
the impairment of financial assets, attached is the comment letter prepared by the Long-Term 
Insurance Project Group (LTIPG) of the South African Institute of Chartered Accountants 
(SAICA). 
 
We thank you for the opportunity to provide comments on this document. 
 
Please do not hesitate to contact us should you wish to discuss any of our comments. 
 
Yours sincerely 
 
Jeff Hubbard                 Yusuf Dukander 
Chairman – SAICA Long-term Project Director: Financial Services 
Insurance Project Group     SAICA 
Tel: (011) 408 4023     Tel: (011) 621 6635 
Fax: (011) 408 1236     Fax: (011) 621 6764 
Email: jeff.hubbard@liberty.co.za   Email: yusufd@saica.co.za 
PO Box 59875                                                             PO Box 59875 
Kengray                                                                       Kengray 
2100                                                            2100 
 
 
 
 
 
 
 
 
 
 



Request for Information (‘Expected Loss Model’) 
 
Impairment of Financial Assets: Expected Cash Flow Approach 
 
General Comments 
 
In principle we agree that an expected cash flow approach for the impairment of financial 
instruments measured at amortised cost is more relevant and is more likely to early identify 
underlying credit issues than the incurred loss model. The expected cash flow methodology is 
very similar to that applied in insurance liability measurement.  
 
Any debt instruments measured at amortised cost require fair value disclosure in terms of 
IFRS 7. Therefore we question the cost and practicality concerns of introducing new models 
as this implies fair value disclosures are not currently accurately determined.  
 
We do, however, note the possible incongruence between measuring financial assets on an 
amortised cost basis and using an expected cash flow impairment model.   
 
If one accepts the argument that financial instruments measured at amortised cost are 
managed on that basis, we motivate that the impairment model used should also be based on 
the manner on which impairment is managed.  
 
We accept that it is likely entities will incur additional costs on implementation of a new 
impairment model, however, given the wide use of future cash flow modelling, we anticipate 
that this cost would be relatively low and not a realistic barrier to the benefits of more 
relevant reporting.  
 
The South African Insurance Industry is accustomed to and generally supports fair value 
measurement for financial instruments.  
 
We have not addressed the specific questions relating to the possible change in the 
impairment models as we feel those are more appropriately addressed by the industries that 
may be significantly affected by this change.  
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