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IASB meeting on 23 September 2014 

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

Highlights 

The Board continued its discussions on 
insurance contracts with participating features, 
focusing on the merits and deficiencies of both 
the book yield and effective yield approaches for 
presentation of interest expense in profit or loss 
for contracts with participation features. 

The Board also explored whether the 
presentation of changes in discount rates in other 
comprehensive income versus profit or loss 
should be based on an accounting policy choice.  
The Board did not take any decisions on 
participating contracts, but several follow-up 
points for the staff were identified.   

In addition, with relation to the premium 
allocation approach, the Board made two 
decisions. First, revenue should be recorded on 
the basis of the passage of time and the expected 
number of contracts in force. However, if the 
expected pattern of release of risk differs 
significantly from the passage of time, then 
revenue would be earned the basis of expected 
timing of incurred claims and benefits. 
 
The Board also decided that when an entity 
presents the effect of changes in discount rates in 
other comprehensive income, the discount rate 
that is used to determine the interest expense for 
the liability for incurred claims in the premium-
allocation approach should be the rate locked-in 
at the date the claim was incurred. 
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Contracts with participating features 

The Board discussed numerical examples and a 
more detailed analysis of the determination of 
interest expense for contracts with participation 
features under both the book yield and the 
effective yield approaches.   
 
Book yield is derived from amounts reported in 
profit or loss reflecting the accounting returns 
from underlying items. These accounting returns 
may be determined on a cost, amortised cost or 
fair value basis. For example, underlying items 
could include assets at fair value through profit 
or loss (‘FVPL’), amortised cost or fair value 
through other comprehensive income (‘FVOCI’), 
equity instruments at FVPL or FVOCI, and 
investment properties at cost or fair value. 
 
The staff papers acknowledged two versions of an 
effective yield approach. Both would be reset 
when there are changes in the amounts expected 
to be paid to policyholders due to changes in 
expected investment returns. However, the first 
version would be a level yield, calculated as a 
single rate that discounts expected future cash 
flows to the carrying amount of the liability. The 
second version of an effective yield, which was 
proposed by the staff, would calculate discount 
rates on a basis that reflects the entity’s projected 
crediting rates. 
 
The staff papers also acknowledged three general 
types of participating contracts. The first 
category, referred to as ‘Sector 1’ contracts, are  
those for which cash flows that vary with 
investment returns on underlying items are not a 
substantial proportion of total benefits over the 
life of the contract. These contracts would use the 
general non-participating contract liability rates.  
A limited number of participating contracts 
would be expected to fall in this category. 
 
The second category (‘Sector 2’) would be those 
contracts in which cash flows that vary with 
returns on underlying items are a substantial 
proportion of total benefits. Under the staff 
proposal, those contracts would be eligible for 
the effective yield approach. A typical example 
would be a universal life insurance contract.   
 
A subset of Sector 2, referred to as ‘Sector 3’, 
would have the most direct linkage between the 
crediting rates to policyholders and the 
underlying items. A typical example would be a 
contract that passes 90% of total returns of 
specifically identified assets to policyholders.  
Another would be a variable annuity separate 
account product (a type of universal life policy). 
Under the staff proposal, these would be eligible 

for the book yield approach if the Board decides 
to move forward with that approach.   
 
The staff proposal is to use the effective yield 
approach for both Sectors 2 and 3. The staff 
rejected the book yield approach for several 
reasons, including the added complexity of 
having three methods instead of two (the general 
method and the effective yield method). In 
addition, the staff noted that the book yield 
method could produce a Day 1 OCI adjustment in 
certain situations. For example, if existing assets 
were used to support new contracts, the book 
yield for those assets might be different from the 
market yield used to determine the insurance 
liability, creating a Day 1 OCI adjustment. 
 
Whatever the interest expense approach the 
Board ultimately selects, the staff paper 
recommended that for contracts with 
participating features, an entity should present 
the effect of changes in discount rates in profit 
and loss or in OCI as its accounting policy, and 
should apply that accounting policy to all 
contracts within similar portfolios. This would be 
consistent with the previous Board decision 
related to non-participating contracts. 
 
During the education session, several Board 
members seemed to prefer the book yield 
approach for ‘Sector 3’ participating contracts, 
despite the staff rejection of this approach. Board 
members noted that the book yield approach 
reduces accounting mismatches, in comparison 
to the effective yield approach, when there are 
timing differences between the period gains and 
losses arising from underlying items are 
recognised in profit and loss and the periods 
when amounts are credited to policyholders. In 
addition, proponents note that in the staff 
example, the book yield approach creates a 
significant (and appropriate) gain or loss in the 
year expected investment returns change (for 
example when the discount rate drops). In the 
effective yield approach, this effect will be 
initially recognised in OCI and postponed to 
future periods. 
 
A concern was expressed by the staff that the 
book yield approach could create mismatches.  
For example, situations could arise where 
investment properties are carried at cost and 
equities at FVOCI while the policyholder account 
is credited for the total return. In response, a 
proponent of the book yield approach suggested 
using the current liability discount rate that 
applies in the general model for such asset 
classes, which some other members found a good 
suggestion.    
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Several members were concerned with the fact 
that the book yield method could produce a Day 1 
OCI adjustment in certain situations.  Views 
among members differed on how and when such 
a difference should be recognised in profit or 
loss. 
 
It was acknowledged that the effective yield 
approach also had its shortcomings, producing 
odd results in some of the examples provided by 
the staff. For example, when underlying items 
measured at cost are sold and a realised gain or 
loss is presented in profit or loss but the gain or 
loss is not yet passed along to policyholders, 
there is no corresponding immediate change in 
amounts credited to policyholders and thus a 
mismatch arises. Some suggested that the 
effective yield approach could be adjusted to 
correct for such deficiencies. The staff noted that 
the downside of such adjustments was increased 
complexity. 
 
With regard to the use of OCI for participating 
contracts, the Board asked the staff to think 
about whether criteria are needed for the use of 
OCI for participating contracts, as opposed to the 
free accounting policy choice for non-
participating contracts. Other members noted 
this was too complicated for non-participating 
contracts and therefore also for participating 
contracts.  
 
The Board did not specifically vote on any of the 
staff recommendations. Instead, the staff was 
asked to further investigate the book yield and 
effective yield approaches, with specific follow-
up points regarding: 
 

 Explore further both the book yield and 
effective interest rate approaches and the 
interaction with unlocking the contractual 
service margin (‘CSM’) for the movement in 
assets supporting the shareholder’s share. 

 Explore whether OCI is necessary if the 
Board decides to unlock the CSM for the 
movement in assets supporting the 
shareholder’s share. 

 Investigate whether the current discount rate 
can be used in applying the book yield 
approach for situations where investment 
properties are at cost and equities are at fair 
value through OCI. 

 Explore whether a few modification can be 
made to the effective yield approach to 
reduce accounting mismatches. 

 Investigate if there needs to be a dividing line 
for contracts which share a substantial 
portion of returns on underlying items with 

policyholders and other participating 
contracts. 

 Investigate where the dividing line is 
between contracts to which the book yield 
approach could apply and the contracts to 
which the effective yield approach could 
apply. 

 Investigating the order of reflecting changes 
in discount rates (through OCI) and changes 
in future cash flows (through CSM). 

 

Premium allocation approach 

At a prior meeting, the IASB clarified that the 
allocation pattern for the CSM in the general 
measurement model for insurance contracts 
should be based on the provision of insurance 
coverage. That service is provided based on the 
passage of time. 
 
With regard to the premium allocation approach, 
the staff recommended that the IASB clarify that 
the transfer of services occurs on the basis of the 
passage of time and the expected number of 
contracts in force. However, if the expected 
pattern of release of risk differs significantly from 
the passage of time, revenue should be 
recognised on the basis of the expected timing of 
incurred claims and benefits. In a vote, all 14 
IASB members agreed with the staff proposal. 
 
In response to a question from a Board member, 
it was noted that if the straight line presumption 
is rebutted, the revenue recognition pattern 
would be based entirely on expected claims, 
rather than some combination of expected claims 
and straight line. For example, if all claims are 
expected to be incurred in the last three months 
of the coverage period, revenue would be 
recognised only in those last three months.   
 
In addition, the Board decided that when an 
entity presents the effect of changes in discount 
rates in OCI, the discount rate that is used to 
determine interest expense for the liability for 
incurred claims in the premium allocation 
approach should be the rate locked-in at the date 
the claim was incurred. In a vote, all 14 IASB 
members agreed with the staff proposal. 
 
This is a change from the 2013 revised exposure 
draft, which required the use of the inception 
rate discount rate. The change was made as a 
practical accommodation to preparers, whose 
claim systems typically do not track incurred 
claims based on contract inception dates.

  



www.pwc.com/insurance 

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You 
should not act upon the information contained in this publication without obtaining specific professional advice. No representation or 
warranty (express or implied) is given as to the accuracy or completeness of the information contained in this publication, and, to the 
extent permitted by law, PwC does not accept or assume any liability, responsibility or duty of care for any consequences of you or 
anyone else acting, or refraining to act, in reliance on the information contained in this publication or for any decision based on it.  

© 2014 PwC. All rights reserved. PwC refers to the PwC network and/or one or more of its member firms, each of which is a separate 
legal entity. Please see www.pwc.com/structure for further details.  

140123-080210-BO-OS 

 

 

 

Contact us: 
 
If you would like to discuss any of the issues raised in these minutes, please call or contact Gail Tucker 
or Mary Saslow or speak with your usual contact at PwC. 
 
Gail Tucker (UK) 
Partner 
Phone: +44 (0) 117 923 4230 
Email: gail.tucker@uk.pwc.com 
 
Mary Saslow (US) 
Managing Director 
Phone: +1 (860) 241-7013 
Email: mary.saslow@us.pwc.com 
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