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IASB/FASB Board meetings -
Insurance Contracts
15 - 23 March 2012

Since a variety of viewpoints are discussed at FASB and IASB meetings, and it is often
difficult to characterise the FASB and IASB's tentative conclusions, these minutes may
differ in some respects from the actions published in the FASB's Action Alert and IASB
Observer notes. In addition, tentative conclusions may be changed or modified at future
FASB and IASB meetings. Decisions of the FASB and IASB become final only after
completion of a formal ballot to issue a final standard.

Highlights

There were two IASB only educational
session focused on the separation of
investment components from insurance
contracts and possible solutions for
recognising changes in the insurance
liability in OCI. No decisions were made.

At the joint board meeting, on the
disaggregation of investment components
from insurance contracts, the boards
voted to separate as an investment
component the amount that the insurer is
obligated to pay to the policyholder
regardless of the insured event. The staff
was asked to bring back proposals to
unbundle distinct balances to a future
meeting.

In addition, the IASB voted in favour of
insurers excluding from premium
presented in the income statement, the
present value of the amounts to be paid to
policyholders or their beneficiaries,
regardless of whether an insured event
occurs, measured consistently with the
measurement of the overall insurance
liability. While the FASB agreed with this
concept, they delayed a vote on this
matter to a future meeting related to the
details of performing the present value
calculation of the amount to be paid.

The IASB voted by a large majority, and
the FASB by a small majority, in favour of
not presenting disaggregated amounts for
the investment component in the balance
sheet, but disclosing this information
within the notes.

The boards also discussed the definition
of a portfolio and the unit of account. The
FASB voted in favour of their definition of
portfolio as the unit of account for both
the determination and release of the
residual/single margin. The IASB voted
in favour of their slightly different
definition of portfolio as the unit of
account only for the determination of the
residual margin and voted that no unit of
account would be prescribed for the
release of the residual margin.
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Separation of Investment Components from
Insurance Contracts (education session – IASB
only)

The staff introduced a series of three papers in which they
wanted the IASB to consider a) how to identify an
investment component that should be separated from the
insurance contract, b) how to determine the portion of
premium to be allocated to the investment component
and not presented as premium in the statement of
comprehensive income (SCI) and c) how to measure and
present the liability relating to the investment component
in the balance sheet. The staff noted that this session
would not address any allocation of premiums to specific
reporting periods.

The staff noted two broad assumptions that the
discussions would be based on, one being that separation
of investment components would be based on the concept
of ‘disaggregation’ rather than ‘unbundling’ and the
second being that the primary objective of separation
would be to determine the amount of consideration to be
shown as premium in SCI as opposed to balance sheet
comparability or provision of liquidity information.
‘Disaggregation’ and ‘unbundling’ refer both to separation
of the investment component in an insurance contract.
The difference between the two is that ‘unbundling’
separates the investment component and measures it
under the financial instrument model whereas
‘disaggregation’ measures all components under the
insurance model and then separates the investment
component subsequent to measurement.

The staff then introduced four steps that insurance
companies would follow in the process of determining
investment components:

 Step 1: Determine if the contract is an insurance contract

 Step 2: Unbundle embedded derivatives and goods and
services as previously tentatively decided by the boards

 Step 3: Determine whether an investment component
should be separated

 Step 4: Measure the investment component

Step 3 and 4 would be the subject in this session. In order
of increasing separation the staff introduced 4 alternatives
for determining and separating investment components
within insurance contracts:

a) No separation

b) Separation of explicit account balances only

c) Separation of amounts which the insurer is
obligated to pay to the policyholder regardless of
whether an insured event occurs

d) Separation of the amount of premium received
that the insurer estimates it will return (including
for claims and benefits) to the policyholder

Alternative (a) was rejected by the staff as this was
previously rejected by the boards and would not achieve
any objective. Alternative (b) has a downside that similar
contracts may be accounted for differently.

Alternative (c) includes all components of (b) but also
separates investment components of whole life and
endowment contracts and contracts with cash surrender
values (sometimes thought of as "implicit account
values"). The staff explained they favoured alternative (c)
because an insurer would treat similar contracts in a
consistent way regardless of whether there is an explicit
account balance.

Alternative (d) would include components in (c) but also
include expected payments for claims and death benefits.

The staff explained that they did not believe that (d) is a
viable option as it would preclude volume information in
the SCI. Premium would be limited to margins plus
acquisition costs and this would not be what users wanted
to see when they requested volume information on the
face of the SCI.

Therefore the staff preferred (c) and asked the board to
consider if they agree that an investment component in an
insurance contract should be defined as an amount that
the insurer is obligated to pay the policyholder regardless
of whether an insured event occurs. The staff also asked
the boards if they would agree to exclude from the
aggregate premium in SCI the present value of those
amounts paid to the policyholders.

A board member asked if they were to accept alternative
(c) that implicitly meant they had decided on
‘disaggregation’ and not ‘unbundling’. The staff
confirmed they had made that assumption. They noted
that the IASB had leaned toward ‘disaggregation’ before
but the FASB was less clear. If ‘disaggregation’ was not
chosen, a new discussion would need to take place.

A member noted that in particular in the US constituents
were vocal about inclusion of volume information and in
the US currently alternative (b) is followed. The member
asked if constituents would be satisfied with alternative
(c). The staff noted they had not reached out to users on
this particular point but noted that alternative (c) would
be an extension of (b) and would allow more consistent
treatment between economically similar contracts.

Another board member noted that separation in general
would only become important if the premium is seen as a
proxy for revenue and disclosed as such.

The board member asked when the present value of
expected payments on non insurance events would be
calculated. Would this be done on day 1 only or would
this be continuously updated? The staff noted that this
would be continuously updated. The calculation would
leverage on the probability weighted cash flows that go
into the insurance liability.

A board member then asked the staff how ‘charges’ on the
account balance would work: Under current US GAAP the
charges on the explicit account balances are revenue.
How would this work in the building block approach
(BBA)? In the BBA the profit emerges through release of
residual or composite margin and what the account
balance is charged with would be irrelevant.
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The staff said they had not tested the mechanics fully but
they suspected that the BBA would still work for the
products. Another board member expressed concern that
there may not be comparability of similar contracts if an
insurer disaggregates but still measures the investment
component under the insurance model rather than the
financial instrument model, i.e. one contract issued by a
bank and one by an insurance company may not be
accounted for the same way even if they are similar in
nature. This would put tension on the definition on
whether insurance risk is present.

Another board member asked if the staff had a feel for
operational aspects. As he understood, ‘unbundling’
would be very difficult. The member asked if the staff had
an idea on how difficult ‘disaggregation’ would be. The
staff noted that disaggregation looks specifically at cash
flows going back to the policyholders and a lot of these
estimates on cash flows can be leveraged from the BBA.

Another board member asked if the cash flows in relation
to the amounts to be paid to policyholders would include
future cash flows or only flows in relation to amounts
received to date. The staff noted that for the investment
component only cash flows that have been received would
be considered for the disaggregation. The disaggregated
amount would be the amount that policyholders could
receive back at the present time, not what they could get
back in future if they continue the policy.

Another board member noted that respondents had
commented on separation and had positive and negative
arguments. The boards seem to have implicitly decided
that some form of separation should be made. This would
make general sense and give better quality information if
certain components of the insurance contracts that are
inconsistent with revenue are excluded. However the
member asked if the staff could come back to the board on
what the proposal would entail in terms of costs and
complexity. The staff generally noted that the more
implicit account balances were separated the more
difficult it would become.

A board member said that he would be supportive of
‘disaggregation’ as opposed to full ‘unbundling’. Whilst
the products that are offered by a bank or an insurance
company may look similar, they may not be similar
enough to warrant the same accounting. Therefore, using
the insurance model to measure all the elements would be
sufficient and ‘disaggregation’ would give additional
useful information.

Another board member asked if there was a possibility to
reclassify a contract out of insurance at a later stage. For
example, if the insurance component gets smaller and
smaller over the life of the contract, possibly due to an
insurance cap in the contract, could the contract then fall
fully under say financial instruments accounting. The
staff noted that the Exposure Draft did not contemplate
such a reclassification. Once a contract was insurance, it
is always insurance. The board member asked if it would
make sense to re-classify. The staff noted a re-assessment
would be too burdensome but that risk disclosures would
give additional information.

Another board member noted that he understood that
volume information is important and he understood why
the deposits are stripped out of revenue. But what would
happen to costs such as expenses and claims as the
discussion so far had focussed only on premiums. The
staff explained that a comparable treatment is envisaged
for the cost side as well. So the return of deposits would
be excluded from claims too. The board member noted
that he could see that exclusion of investment premiums
may be operational but would the separation of the claims
side be operational too? For example, any time a payment
is made to the policyholder the insurer would have to
determine what amount is in relation to insurance and
what pay-back of an investment is. Some contracts may
be straightforward and explicit but he could imagine
contracts where the insurer may not know what is a claim
and what is an investment return payment.

Another board member suspected that the final outcome
may be very similar if contracts are accounted for under
the BBA or under financial instruments accounting,
depending on how the residual margin is allocated. He
would like to see example calculations to see what, if any,
difference in the end arises.

With regards to separate presentation of investment
components on the balance sheet the staff recommended
that insurers should not be required to present investment
components separately from insurance contracts but
disclose both (i) the portion of the insurance contract
liability that represents the aggregated portions of
premiums received (and claims / benefits paid) that were
excluded from SCI and (ii) the amounts payable on
demand. The staff explained that they discussed
disclosing the investment component separately on the
face. However the staff believes that this would mean that
at least one of the two line items on the balance sheet
might not be meaningful. The investment component
would often be presented as an amount that is measured
differently from freestanding financial instruments and
the insurance components would reflect cash flows that
are not clearly unrelated to investment components.
Therefore, there may be impaired comparability.

A board member noted that disclosure is generally good
for users. However, the member was slightly
apprehensive that if the information is not comparable for
the balance sheet, why would disclosure then be useful if
this is not comparable? Further, would an entity be
prohibited from separating this on the face? The staff said
that further disaggregation on the face would not be
prohibited under IAS 1, but by not requiring it they
wanted to ensure that comparability that may not exist is
not implied. Therefore footnote disclosure may be better.
The staff thought of this as extra data points similar to an
asset stated at cost where fair value disclosure is given in
the notes.

Recognising changes in the insurance liabilities in
OCI (education session – IASB only)

The IASB had an educational session on the potential use
of OCI (other comprehensive income) for reporting
certain changes in insurance liabilities as opposed to the
Exposure Draft’s (ED) proposal of reporting all changes in
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profit or loss. The objective of the session was to discuss
issues around the use of OCI prior to the next month’s
meeting when the staff plans to bring a series of papers to
the board. The session covered feedback received from
constituents, whether to use OCI, mechanics of the use of
OCI and the loss recognition test.

In its presentation the staff assumed that the April
Financial Instrument - Classification and Measurement
papers will consider a third category of financial assets –
fair value through OCI for eligible debt instruments.
Background – feedback received from constituents

The ED proposed current measurement for insurance
liabilities where all the movements in liabilities are
recognised in profit or loss. While most of the respondents
agreed with the current measurement itself, they did not
agree with recognition of short-term volatility caused by
changes in discount rate in profit and loss. They felt it
does not reflect the long-term nature of the insurance
liability, it will obscure the underlying long-term
performance and the impact of changes in interest rates
will naturally reverse over time as claims are ultimately
paid. They therefore suggested that short-term volatility
caused by changes in discount rates should be presented
in OCI.

Some board members raised their concerns about the use
of OCI. One of them also added that while she can see the
use of OCI for financial investments since the cash flows
do not change and the effect of the short-term changes in
the discount rate will naturally reverse, she cannot see the
similar natural reversal for insurance liabilities. However,
other board members observed that the effect of discount
rate changes would similarly reverse for insurance
liabilities.

The staff explained that there were mixed messages
received from the respondents to the ED. While some
respondents were clearly arguing against the recognition
of the effect of short-term discount rate changes in profit
or loss, others would accept recognition in profit or loss,
however, they would like to present it in a separate section
within the income statement to make the actual results
transparent.

The staff added that presenting the changes in insurance
liabilities due to short-term interest rate movements in
OCI will not eliminate all the volatility in the income
statement. Changes in assumptions (other than discount
rate) and experience adjustments are also expected to
cause volatility.

Whether to use OCI

The staff explained that the feedback received confirmed
that most users believe the insurance liability discounted
with a current rate is useful information in the statement
of financial position. However, reporting all the changes
in profit or loss would not give a useful metric for readers.

With the use of OCI, accounting mismatches could be
reduced and underwriting results would not be
overshadowed by market movements.

Arguments for and against the use of OCI were raised by
the staff. There were mixed views on the transparency of
items reported in OCI - some see it as transparent but
others thought that presenting all the changes in profit or
loss would be more transparent.

To this last comment the chair added that OCI and
statements of financial position are essential parts of the
financial statements for insurance companies, and that all
readers, users and analysts should pay attention to these
primary statements and should not rely on the picture
gained solely from the income statement.

A board member added that transparency of OCI is less a
problem under IFRS where it is part of the primary
statements whereas under current US GAAP it has
received less prominence in the financial statements.

Board members had mixed opinions on how the potential
use of OCI could address economic mismatches caused by
different durations and options and guarantees. A board
member emphasised that information about duration
mismatches can be seen only if the OCI and the income
statement is looked at together whilst another board
member said that options and guarantees might change
the actual cash flows depending on the direction and size
of the discount rate movement which might call for
presentation in profit or loss.

The staff also raised a question on whether the use of OCI
for changes in the liability caused by short-term
movements in the discount rate should also include
changes in the liability caused by changes in assumptions
that are directly linked to the discount rate (e.g. lapse
assumptions or embedded interest rate guarantees).

A Board member asked whether it is operationally feasible
to isolate these effects at all. The staff explained that it
might be easier for the industry not to isolate the effects of
the discount rate but rather calculate it together with any
potential effect of discount rate linked assumptions.

One board member said that there are two separate
questions to be addressed here: the staff and the board
should find the right answer for which changes are to be
presented in OCI theoretically and also whether there is a
need for an operational expedient to make the allocation
feasible. While some board members saw the merits in
presenting the changes in insurance liabilities caused by
the short-term changes in discount rate in OCI, others
questioned where the line can be drawn if the first
building block of the model (the unbiased probability-
weighted cash-flows) is affected,

The question of recycling was raised as well by a board
member. The staff replied that recycling is not covered in
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the paper. Another board member said that it will be a big
issue both in case of the sale of a portfolio and for a loss
recognition test and so it must be addressed.

A Board member pointed out if the OCI solution is used
then tracking of the locked-in rate will be required.

The next topic raised by the staff was whether the use of
OCI should be required or optional? Four possibilities
were examined by the staff:

 Require the use of OCI in all circumstances
 Require the use of OCI with an option to present

changes in profit or loss if it reduces an accounting
mismatch

 Require the use of OCI when there is an accounting
mismatch

 Permit the use of OCI in all circumstances

The staff also explained two additional questions that the
board needs to consider:

 What should be the unit of account?
 When should the determination/election to use

OCI be changed?

Regarding the last two questions some board members
expressed their concern that they cannot be answered
until a final conclusion is reached on the financial
instruments project since the answers in the two projects
should be consistent with each other.

A Board member had an opinion that if insurers are
concerned with both the mismatch in profit or loss and
equity then a model that addresses both is needed, which
the current proposal does not. The staff raised a concern
on how further the financial instruments project can be
influenced by the insurance project.

Another board member expressed his concerns with the
feasibility of having a sensible answer without a clearly
articulated principle supporting the use of OCI. The four
alternatives developed by the staff and the additional
questions on the unit of account and the potential change
of election/determination of OCI shows the very large
number of permutations of potential answers for concerns
raised by constituents. The staff was asked to develop a
clear principle when the papers are brought back to the
board.

Mechanics of the use of OCI

Regarding the possible mechanics of OCI two alternatives
were presented by the staff:

a) Interest expense in profit and loss would be calculated
using the discount rate locked in at inception of the
insurance contract while OCI would contain the
difference between the liability at the current rate and
the liability at the locked in rate; or

b) Interest expense in profit and loss would be presented
using the current rate minus/plus the amount
transferred to/from OCI. The amount in OCI would be
the difference between the liability at the current rate
and the liability at the locked in rate.

The staff pointed out that alternatives a) and b) would
result in the same answer on profit and loss and OCI.

A board member commented that a similar approach to
alternative b) was suggested in the exposure draft on fair
value option for financial liabilities and it was universally
rejected by constituents. The staff replied that
nevertheless they still see the merit in the suggested
solution.

The staff also raised a related question on which discount
rate (locked-in or current that would be treated as locked
for the rest of the term) should be used if the cash flows
increase over the term of the liability. A board member
commented that using a current discount rate at the time
of each increase of cash flow expectation would require
the tracking of several discount rates, which does not
seem to be operational.

When looking at the numerical examples developed by the
staff a board member pointed out that by using the OCI
solution the full picture on performance can be
understood only by looking at both the income statement
and other comprehensive income. He questioned whether
the income statement alone gives any useful information
to users.

Other members also questioned the usefulness of the
income statement if certain changes are put in OCI. They
observed that by excluding the effects of current discount
rate movements there is an artificial differentiation on
performance. However, while some would prefer seeing
locked in cash flows with locked in discount rates in the
income statement, others could support showing the
effects on insurance liabilities due to short-term discount
rate movements. The question raised was which
presentation would give more useful information on the
underwriting margin.

Loss recognition test

The staff paper introduced the concept of the ‘loss
recognition test’ under which a contract is considered
loss making when the asset returns (that were taken into
consideration when pricing the contract) are lower than
expected.

The staff asked the following questions relating to the loss
recognition test:

 Should there be a loss recognition test?
 When should the loss recognition test be triggered?
 What should happen when the loss recognition test is

triggered?
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o What amount should be reclassified to profit
and loss?

o Is the unwind of the discount rate reset in the
profit and loss?

There were mixed comments around the board table
regarding the loss recognition test. There were concerns
whether this test is needed at all, although staff drew
attention to the fact that re-measuring liability in OCI is a
rare situation itself that might call for new solutions.

A board member added that he sees a contradiction:
although the previous discussion about OCI concluded
that there is a necessity of looking at both income and
other comprehensive income to understand performance,
by suggesting a loss recognition test the user might have a
feeling that the net income line is considered more
important.

Others commented that measurement of liabilities based
on assets is not a widely applied concept in IFRS and so
causes a lot of confusion.

Other board members noted that none of the alternatives
developed by the staff are attractive but neither is the
possibility of not having a loss recognition test. As a
general remark many board members shared a view that a
clear conceptual objective would be needed to decide on
the OCI solution. Without such an objective, the deeper
the board digs the more problems it faces. Due to the
numerous concerns raised, the mechanics of the loss
recognition test were not discussed.

Being an education session, no decisions were made. The
staff will bring the papers on the OCI solution to the April
board meeting.

Separation of Investment Components from
Insurance Contracts (IASB and FASB joint
meeting)

The staff presented three papers to the Boards to
consider:

 The principle to identify components to be separated
from insurance contracts.

 Determination of premium allocated to the
investment component.

 Measurement and presentation of the liability
investment component in the statement of financial
position.

The same papers were used during the previous week at
the IASB only educational session (see minutes above).

Investment components to be separated

The FASB began the boards’ discussions by considering
the first question regarding the identification of the
investment component and whether members agreed with
the staff proposals that an investment component in an
insurance contract is the amount that the insurer is
obligated to pay to the policyholder regardless of the
insured event.

One FASB member, whilst noting some of the difficulties
associated with unbundling, felt that the disaggregation
proposals had gone too far. He believed that when the
insurance component could lapse and the deposit
component could remain, he was concerned that the
deposit would be accounted for as insurance. He believed
that disaggregation is appropriate where there is an
interrelationship between the two components. However
in circumstances when the policyholder can receive both
distinct components separately, unbundling would be
most appropriate.

The FASB member was concerned that if an entity writes
insurance and also provides deposit facilities, and both
elements are distinct, he did not see a need to bundle
these components together just because they were in the
same contract. He noted that if these components were
written in two separate contracts, then they would never
be bundled together. Therefore he suggested a
clarification of the scope is needed, to require unbundling
when the components are distinct (for example, when you
have the opportunity to receive cash flows from the
investment component even if the insurance component is
cancelled or where you can enter into one without the
other). He believed that this was consistent with the
notion of unbundling goods and services when distinct.

The FASB chair asked the staff whether this suggestion
could be operational. The staff agreed that it would be
possible to extract the distinct elements. The staff also
noted that they would need to define ‘distinct’ and this
would depend on whether there was an active market,
noting that it could therefore be more difficult than say,
determining a distinct good or service. When asked how
common this type of contract with distinct components
would be, the staff responded that they thought it would
be quite uncommon.

The FASB chair asked the FASB whether they agreed with
the staff’s proposals that an investment component in an
insurance contract is the amount that the insurer is
obligated to pay to the policyholder regardless of the
insured event, with the FASB member's aforementioned
additional "anti-abuse" provision that would require
unbundling rather than just disaggregation for distinct
investment components. All FASB members agreed.
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The IASB then considered the proposals. One IASB
member noted that he believed the measurement issue
needed to be addressed before presentation. He asked
whether a contract with an explicit account balance would
be unbundled (i.e. accounted for under the financial
instruments standard) under the FASB board member’s
current proposal on distinct account balances. A staff
responded that it would be "separated." Another staff
clarified that in the case of a product such as a universal
life insurance contract, for which the each of the
components could not be separately purchased, the
investment component would be separated
(disaggregated) and excluded from SCI presentation but
not "unbundled" and measured as a financial instrument.
The IASB member also noted that he would like to see a
choice, if the insurer could unbundle, then they should do
so. His preference was for unbundling where possible as
like transactions should be accounted for in the same way.

Another IASB member noted he was concerned why the
determination the investment component for the purpose
of the SCI number is not considered an issue in the staff
papers, however for the balance sheet it is seen to be
problematic. The staff noted that this is driven by the
underlying objective of why disaggregation is being
performed. The boards have previously decided that
premium volume should be shown in the income
statement and disaggregation is a means to achieve that.
However it is not a means of obtaining a comparable
measurement for the investment component with the
financial instruments standard, as the investment
component is instead measured using the insurance
contract standard instead.

Another IASB member believed that alternative ( b)
(separation of explicit account balances only) was his
preference as it represents a less subjective split.

The IASB chair asked the IASB members to vote. The
majority of IASB board members voted in favour of the
staff proposals that an investment component in an
insurance contract is the amount that the insurer is
obligated to pay to the policyholder regardless of the
insured event.

In addition the IASB chair asked for members’ views on
whether distinct balances should be unbundled as initially
raised by a FASB member. The FASB chair suggested that
the staff should look into this further. It was agreed that
the staff would bring back a paper on the separation of
distinct balances.

Measuring the Investment Component

The FASB members then considered question 2 in paper
2G as to how to measure the investment component to be
excluded from premiums in SCI. The staff proposed that
the insurers exclude from premium presented in SCI "the
present value of those amounts to be paid to
policyholders or their beneficiaries regardless of whether
an insured event occurs, measured consistently with the
measurement of the overall insurance contract liability."

Earlier in the meeting, the staff had provided feedback
received from US preparers on their interpretation of the
staff recommendation that had been received subsequent
to the FASB educational session. The first interpretation
focused mostly on the word ‘regardless’ in the paragraph.
The investment component was taken to incorporate all
cash flows in the absence of an insured event, but it would
also incorporate the element of a death component where
the policyholder could have rights to a portion of this
amount, for example if they were able to cancel the policy.

The second interpretation focused more on the words
‘measured consistently’. This view would treat 100% of the
obligatory payments relating to the insured event as
attributable to the insurance component and 100% of the
payments in the absence of the insured event as
attributable to the investment component to determine
the split. That is, no bifurcation is made of the insurance
component.

One FASB member noted his agreement that the amount
that should be pulled out of revenue should be the
probability weighted estimate of those amounts to be paid
to the policyholder.

Another FASB member requested to understand the
difference between the two US preparer interpretations.
The staff highlighted that example 2 in the paper and the
figures provided within footnote 6 for the investment
component of CU273 represented the first interpretation.
Under the second interpretation, this would have been
CU71.

An IASB staff member noted that example 2 footnote 6 is
consistent with the notion of deposits, in that you would
get this amount back in all circumstances and it is not
something that you would only receive back if you
continue to live (that is, it would be very odd to have a
deposit that you would forfeit if you died). The staff were
asked whether there was a misunderstanding by the
preparers and whether there was a preference shown. The
staff noted that no preference was shown between the two
interpretations and generally all economic inflows would
be the US preparers’ preference.

The chair of the FASB noted that there was general
support for the proposals by the FASB. However they were
unsure how to proceed on the interpretative issue.

The IASB then considered the proposals. One IASB
member sought clarification as to what would happen
with surrender charges, whether the investment
component was derived pre or post surrender charges.
The staff responded that implicitly this would be derived
after the surrender charges, that is, the investment
component would represent the amounts that are
expected to be paid back to the policy holder.

Another IASB member had sympathy for the second
interpretation. He felt that by using a probability weighted
amount rather than an obligatory amount, due to the
likely significant difference between the value of the cash
surrender value and the death benefit, a change in the
probability weighting of scenarios would likely cause a
“cliff effect”.
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Another IASB member noted that there was logic in both
interpretations, which implied that maybe both
interpretations were correct.

In a vote all IASB members supported the staff
recommendation to exclude from premium presented in
SCI the present value of amounts to be paid to
policyholders regardless of whether an insured event
occurs. The first US preparer interpretation was also
considered the most appropriate. FASB members noted
that as the information and analysis of the interpretation
was received late that they would need more time to
understand the implications. The FASB chair suggested
the FASB vote be delayed and addressed at a separate
FASB only meeting.

Presentation in the Statement of Financial Position

The staff presented their recommendation that the
disaggregated amounts would not be disclosed in the
balance sheet however they would be disclosed within the
notes.

One IASB member questioned whether the proposals
preclude the insurer from presenting a split on the
balance sheet. Given the lack of comparability, there was a
concern that there may be diversity going forward and
they therefore questioned whether the balance sheet
presentation of the split between the insurance and
investment component would be prohibited. She
questioned whether there would continue to be any
diversity in presentation going forward. The staff noted
that it would be inconsistent with IAS 1 to preclude
presentation of additional amounts.

Other members discussed the usefulness of the split on
the balance sheet. One noted that if the staff propose
notes disclosure, they questioned why this should not be
presented on the face of the balance sheet. In response the
staff highlighted the number of lines currently presented
in the balance sheet and questioned whether the BBA
versus PAA balance split would provide enough indicative
information without requiring further disaggregated split.
The staff also noted their concern over the comparability
of the remaining ‘balancing’ insurance component
between entities.

An IASB member noted that whilst they agreed that the
balances presented would not be comparable, including
these disaggregated amounts on the balance sheet would
be of some value to the users. Another IASB member
noted that on an ongoing basis a disaggregated
presentation would not be a relevant metric. Another
IASB member noted that as the Board could not identify a
single measure, this indicates that more than one measure
is considered relevant and therefore he felt this could be
addressed by additional disclosure.

The IASB voted by a large majority in favour of the staff
proposals that the disaggregated amounts would not be
disclosed in the balance sheet but would instead be
disclosed in the notes.

The FASB then discussed the proposals. The chair raised a
concern as to how the roll forward disclosure would be
presented if a two line approach was taken in the balance
sheet. Another FASB member noted that a more faithful
representation would be separate presentation on these
amounts on the balance sheet. They also sought
clarification from the staff as to whether they had heard
feedback as to whether there was a need for such
disclosure. None was noted.

A FASB member noted that they were reluctant to
separate based on a judgmental calculation. They agreed
with the presentation of one line item on the balance sheet
with additional note disclosure if required.

In a vote a small majority of the FASB members voted in
favour of the staff’s proposals.

Unit of account (IASB and FASB joint meeting)

The staff presented the proposals relating to the definition
of a portfolio.

One staff proposition recommended the portfolio as the
unit of account for determining the residual/single
margin and for onerous contract testing. The definition
of a portfolio would be contracts that are:

 subject to similar risks.

 managed together as a single pool.

 priced similarly relative to the risk taken on.

Under the first proposal there would be no prescribed unit
of account for the release of the residual/single margin.

An alternative second proposal would define a portfolio
using the 3 criteria noted above plus a 4th criterion, that
the contracts have similar duration and similar expected
patterns of release of the residual/single margin. The
portfolio would be used as the unit of account under this
second proposal for determining the residual/single
margin and for onerous contract testing as well as for
release of the residual/single margin.

The FASB began the discussions. One FASB member
questioned the staff as to whether the intention was for
there to be 3 (or 4) separate requirements that needed to
be applied in a specific order, one after the other to
determine whether the contracts meet the definition of a
portfolio, implying a much more disaggregated notion of
a portfolio, or whether these should be seen as a set of
criteria and guidance that generally need to be considered
when determining the portfolio. The staff responded that
each characteristic generally supported one another. For
example it would be difficult to see why an insurer would
group contracts that were not managed and not priced
together. Other staff members noted that the
requirements were not intended to be taken in a step by
step approach leading to a narrower definition of a
portfolio and therefore they were more indicative
characteristics to help determine the portfolio.
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Another FASB member questioned whether the staff
believed that there would be a difference between the two
approaches whether or not a unit of account was
prescribed for the release of the residual/single margin.
The staff responded that they would probably not get to a
different position in either of the recommendations.
However, some of the staff were more in favour of not
prescribing a particular rule for release of margin, as
there may be better alternative ways of dealing with this
for different insurers. For example, a weighted average
approach could be used where the margin was being
amortised straight line.

The staff were also asked as to whether they felt
characteristic 4a part iv) was of a principles based nature.
The staff responded that some viewed this characteristic
as a more prescriptive measure and not necessarily as
principles based as the other characteristics.

In a vote the FASB supported the second staff
recommendation including the proposal to define the unit
of account for the release of the residual/single margin.
However this was on the premise that the characteristics
relating to similar risks and priced similarly would be
considered together, not in a step by step process.

The IASB members then fed back their comments. One
IASB member questioned whether the proposal would
preclude insurers releasing the margin to perform this at
the contract level. The staff responded that this was not
prohibited and for some insurers this may be the easiest
approach.

Another IASB member questioned whether the principle
is met within the first characteristic (‘similar risks’) and
the other characteristics are a set of criteria to help
insurers determine whether they have met this first
characteristic. The staff responded that if these other
characteristics were not included within the definition, as
current practice had shown under, there would be a risk
of divergence. The staff also noted that the main area of
concern would be whether insurers would offset loss
making contracts against profitable contracts, thereby
hiding any trigger for the onerous contract test.

An IASB member responded that if inappropriate netting
was the key area of concern, then the wording may need
to clarify this. Another IASB member noted that the
wording is currently very rules based and instead a
principle should be established to ensure loss making
contracts are not offset against profitable contracts. If this
principle is established, you could argue that a definition
would not be required. Insurers should be permitted to
aggregate contracts for operational purposes only but not
to the extent that this results in inappropriate netting of
contracts. He also noted that he favoured not prescribing
a unit of account for the release of margin.

An IASB member noted that those contracts that are
expected to be loss making should be presented within a
separate portfolio. Another noted that the characteristic
within 4a part iv) was not required as the objective had
already been stated within the other characteristics.

A further observation was made that the current wording
may lead an insurer, for example, to separate young and
older drivers for motor business into separate portfolios
because the level of risk is not considered similar. He felt
that as long as the contracts had been priced
appropriately, then these risks should be within the same
portfolio. There is a risk therefore that this characteristic
would lead insurers to define portfolio at a level which is
too small. He agreed however that if a contract/business
is a loss leader, then this should be separately reported.
He suggested that the staff therefore needed a principle
based on aggregation.

In a vote, the majority of IASB members voted in favour
of the first staff proposal, including the staff
recommendation that does not prescribe the unit of
account for the release of residual/single margin.

The FASB chair noted their preference for there not to be
another difference between the boards and therefore
asked the FASB to reconsider their conclusion. After
further discussions by both IASB and FASB members, the
boards agreed to differ and did not change their initial
votes on this recommendation.


