
Highlights

The FASB and IASB were asked by constituents to consider
alternative approaches to the accounting for insurance liability
changes, or possibly to the accounting for interest-bearing
financial asset value changes, to better match the accounting for
both in the performance statement. In response to that request,
the FASB addressed this issue at the April 14 Board meeting,
deciding tentatively: 

•    Not to change the accounting for an insurer’s assets 

•    Not to permit or require the use of other comprehensive
income (OCI) for insurance contracts, but instead to require
that all changes in insurance liabilities be recognized in
net income.

The FASB's tentative decisions are consistent with those reached
by the IASB at its December 2009 meeting.

Detailed discussion

The accounting proposed in the insurance contracts project
would tentatively require that all changes in insurance liabilities
due to remeasurement, whether due to changes in estimated
cash flows, risk margin, or interest rates, be recorded through net
income rather than OCI. In contrast, many insurers currently record
their investment securities at fair value through OCI (except for
interest income and credit loss recognition), and could potentially
meet the criteria to continue to be recorded at fair value through
OCI under the proposed FASB project on financial instruments.
As a result, some constituents are concerned with the accounting
mismatch that could result from measuring insurance liabilities
and the assets used to fund these liabilities under different
measurement models. 

At its April 14 meeting, the staff brought two proposals to the
Board in response to constituents' requests: (1) change the
accounting for insurers' assets and (2) permit or require certain
changes in insurance liabilities to be recorded through OCI rather
than net income. 

The first issue addressed by the FASB was whether they should
change the accounting requirements for an insurer's assets, for
example, by requiring the recording of investment securities that
support insurance liabilities at fair value through income. The
Board rejected this proposal for several reasons. First, they did not
understand why such a change to an insurer's accounting for

investment securities was needed, when, under both current
GAAP and the financial instrument project, a company could elect
to record all changes in fair value through income for investment
securities. In addition, the Board has rejected issuing industry-
specific guidance for transactions that are similar. A staff member
also noted that requiring fair value through income for securities
supporting insurance liabilities would require some methodology
for determining which specific assets support insurance liabilities,
which would be operationally challenging. Based on all of the
above, the FASB concluded not to change the accounting for an
insurer's assets.

On the second issue, the staff presented two alternatives for
recognizing changes in insurance liabilities in the statement of
comprehensive income: 

•    Alternative A: Recognize in net income 

•    Alternative B: Recognize in other comprehensive income. 

The staff noted that Alternative A, in addition to being conceptually
superior, is consistent with current GAAP, consistent with the IASB
decision in December 2009, and more operational. The Board
members echoed this view, voting unanimously to recognize all
changes in insurance liability measurements in net income rather
than OCI. Discussion supporting their decision included the
following points:

•    Not all components of the change in value of investments
are recorded through OCI. That is, certain components of
fixed income securities, such as investment income and
redit losses, are recorded in income, and only interest rate
changes which are expected to ultimately reverse are recorded
through OCI. 

•    Similarly, even if OCI treatment were permitted for insurance
liabilities, it would only be for certain components of the
change, such as changes due to interest rate changes.
Changes due to reestimates of cash flows would seem similar
to credit losses and other liability accruals under GAAP, and
thus should be recorded in income.
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•    It would be difficult operationally and conceptually to isolate
the pure interest rate change from the other components
of the change in the liability, as it would require coming up with
a stipulated rate for the accretion of interest on the insurance
liability through the income statement (versus the current rate
used to value the liability under the building block approach),
isolating interest rate changes from the other "moving parts"
such as cash flow and timing of payment changes, as well
as developing a method for recycling the OCI component
through the income statement upon ultimate extinguishment
of the obligation.

•    Allowing OCI treatment for insurance liabilities would be
conceptually inconsistent with the model being proposed for
financial liabilities in the financial instruments project, as OCI
treatment is only permitted where specific criteria are met
(which a Board member noted as having "straight up" cash
flows), which most insurance contracts are unlikely to meet.

If you have further questions on either the FASB or IASB project,
please contact: Mary Saslow (860-693-4407) a Managing Director
in the National Professional Services Group, who is part of both
the U.S. and Global Accounting Consulting Services groups. 
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