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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 FASB 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: 

The purpose of this joint FASB/IASB meeting on insurance 
contracts was to discuss the two areas where the Boards had 
reached different tentative conclusions to date, the liability 
measurement approach and the treatment of acquisition costs, to 
determine whether the Boards could resolve their differences prior 
to issuance of an exposure draft. The Boards also discussed 
whether policyholder accounting should be excluded from the 
exposure draft. An education session was also held on 
presentation of insurance contracts in the performance statement. 

For background on the topics presented at this meeting, see FASB 
Education Session  Insurance Contracts, PricewaterhouseCoopers 
Summary of the Meeting dated October 22, 2009, as well as 
the FASB handouts for the October 28 meeting on the 
FASB.org website. 

Policyholder accounting: 

The IASB had previously decided to exclude policyholder 
accounting from the exposure draft (while still including an 
insurer’s accounting for purchased reinsurance), as it considers 
insurer accounting to be a more urgent and significant issue. 
However, at the joint meeting, the FASB expressed the view that it 
would be worth at least one meeting to explore the potential 
symmetry between an insurer’s purchase of reinsurance and a 
policyholder’s purchase of an insurance contract, as well as 
identifying issues arising from the potential lack of symmetry 
between insurer accounting (as issuer) and policyholder 
accounting (as purchaser). The FASB and IASB agreed that the 
staff should prepare a paper for discussion by the Boards with a 
list of issues relating to this comparison. 

Liability measurement approach: 

The FASB updated the IASB on its recent Education Session 
discussion (as described in the separate PricewaterhouseCoopers 
minutes of the October 22, 2009 FASB Education Session), in 
which the FASB noted that it was now open to the idea that a 
fulfillment value approach could include an explicit risk margin. 
This appears to move the FASB’s view closer to the IASB’s view 
that the proposed IAS 37 model (which also includes an explicit 
risk margin in its building block approach) should be used for 
insurance contracts. 

At a high level, both Boards seemed to agree on an approach that 
would include the three building blocks previously discussed 
(probability weighted cash flows, the time value of money, and a 
margin), with the third building block including an explicit risk 
margin, but noted that the objective of the measurement 
approach, including the objective of the explicit risk margin, needs 
to be more clearly articulated. 

Acquisition costs: 

The staff summarised the prior FASB and IASB Boards’ decision 
that acquisition costs should be expensed as incurred, and the 
IASB’s tentative conclusion that an insurer should recognise as 
revenue that portion of premium that covers incremental 
acquisition costs, while FASB would have no such revenue offset. 
At the joint meeting, the IASB reversed its previous decision and 
concluded that a revenue offset should not be allowed (8 to 6). 

Presentation in the Performance Statement: 

The Boards went through the four examples in the staff paper 
previously discussed by both Boards and handed out at the 
October 28 joint meeting. The purpose of this portion of the 
meeting was educational; no decisions were reached. The four 
choices discussed in the paper were the traditional life model, the 
traditional nonlife model, the fee approach, and the margin 
approach. 

Detailed Discussion: 

Policyholder accounting: 

The staff noted that although the IASB proposal was to exclude 
policyholder accounting from the exposure draft (ED), the ED 
would cover the insurer’s accounting for purchased reinsurance. 
All agreed the latter should be included in the ED, but several 
FASB members and one IASB Board member questioned why 
policyholder accounting should be excluded. Some pointed out 
the symmetry between a policyholder’s purchase of insurance to 
cover contingent obligations with an insurer’s purchase of 
reinsurance to cover its direct insurance liabilities. An IASB Board 
member pointed to a separate form of symmetry: the symmetry 
that he thought should exist between the insurer’s accounting for 



its contract with the policyholder and the policyholder’s 
accounting for the same contract. The IASB staff pointed out that 
policyholder and insurer accounting may not necessarily be 
symmetrical. For example, it was noted that the unit of account 
between the insurer and the policyholder may affect the 
consideration of symmetry. 

The IASB staff noted that while there was value to exploring 
policyholder accounting, the more urgent matter was to establish 
an insurance accounting model for insurers, whereas IAS 37 
currently provides guidance on policyholder accounting for 
purchased insurance. The FASB expressed the view that it would 
be worthwhile to hold at least one meeting to explore the potential 
symmetry between an insurer’s purchase of reinsurance and a 
policyholder’s purchase of an insurance contract, as well as that 
between insurer accounting (as issuer) and policyholder 
accounting (as purchaser). The FASB and IASB agreed that the 
staff should prepare a paper for discussion by the Boards with a 
list of issues relating to this comparison. 

Liability measurement approach: 

The FASB updated the IASB on its recent Education Session 
discussion in which the FASB noted that it was now open to the 
idea that a fulfillment value approach could include an explicit risk 
margin. This seemed to move the FASB’s view closer to the IASB’s 
view that the proposed IAS 37 model (which also includes an 
explicit risk margin in its building block approach) should be used 
for insurance contracts. 

From the joint meeting discussion, it was apparent that the IASB 
itself is still struggling with aspects of the updated IAS 37 model, 
including whether the IAS 37 model is a “current” or “eventual” 
fulfillment value model or a transfer model. The FASB noted that it 
could support a fulfillment value model (with an explicit risk 
margin), but had moved away from a transfer notion given the fact 
that insurance liabilities have no transfer market. The FASB 
thought that the “lowest of” three values in the IAS 37 model mixes 
fulfillment, transfer, and settlement notions and therefore confuses 
the measurement objective, and at the same time may introduce 
unnecessary complexity. That is, the proposed IAS 37 model 
requires using the lowest of: 

•	 the building block amount (present value of probability
weighted cash flow plus an explicit risk margin); 

•	 the price that the market would demand to assume the liability 
(an exit value notion), if available; and 

•	 the price that a counterparty would demand to cancel the 
liability, if cancellation is possible (a settlement notion). 

A FASB member noted that the FASB’s revised fulfillment value 
model with an explicit risk margin would be a subset of the IAS 37 
proposed model (essentially the first bullet point above). The IASB 
staff explained that in most cases, the first alternative would be 
used, as transfer and settlement values would not typically be 
available for insurance contracts. 

Both Boards agreed that an explicit risk margin could be 
appropriate in a fulfillment value approach where the amount or 
timing of cash flows being measured was uncertain. A FASB staff 
member noted that use of the term “risk margin” was confusing 
and that perhaps the term “risk premium” would better describe 
the adjustment for uncertainty and distinguish it from “margin” 
which was thought of more as a residual or profit amount. 

A FASB Board member clarified that he believed the risk margin 
was truly an adjustment for risk rather than uncertainty, because 
the uncertainty of the cash flows was already taken into account in 
the probabilityweighted cash flows. In his view, the amount being 
captured in the risk margin was the entity’s aversion to risk and the 
value of the tail of the distribution. In his view, if the distribution 
was bell shaped, and the entity was risk neutral rather than risk 
averse, there would be no need for a risk margin. Others strongly 
disagreed, stating their views that the purpose of the risk margin is 
to capture the uncertainty inherent in the cash flows, as the 
probabilityweighted cash flows did not fully capture this 
uncertainty. 

The IASB’s measurement model includes a service margin in 
addition to a risk margin. A FASB Board member indicated that he 
needed to better understand which service activities would need 
to be separated in the IAS 37 model. Activities such as providing 
car rentals when a car is broken or medical checkups seemed 
integral to the insurance element of a contract rather than separate 
services, whereas asset management activities on policyholders 
funds seemed like separate noninsurance services. An IASB 
member noted that many people struggle with identifying services 
other than assetmanagement services as separate from 
insurance. The IASB staff noted that they had asset management 
services in mind when they proposed the model, but would now 
need to think about how other services might be characterised. 

The group, seeming to have reached agreement, at least at a very 
high level, that a risk margin (risk premium) would be appropriate, 
even in a fulfillment value approach, moved on to discuss how the 
liability measurement model integrated with the revenue 
recognition model. The IASB described its model as focusing on 
liability measurement rather than on flow of income. The risk 
margin would be remeasured each period, along with the 
probabilityweighted cash flows. The risk margin would exist as 
long as the insurer had a claim obligation under the contract, as it 
was still providing a service, i.e., performing the function of 
acceptance of risk and uncertainty on behalf of the policyholder. 



A FASB member asked how this tied in with revenue recognition 
and his initial thought that revenue would be recognised over the 
coverage period. The staff pointed out that the risk extended over 
the entire period of the contract, not just the coverage period. The 
residual margin might be recognised over the coverage period, but 
the risk margin would expire over the entire life of the contract, 
including the settlement period. The IASB staff noted that while the 
FASB was viewing a contract as having a separate preclaim and 
claim liability, with gross revenue during the preclaim period, the 
IASB was taking a liability measurement approach. The change in 
the liability due to changes in the claim estimate, the risk margin, 
and recognition of the residual margin would be presented in the 
income statement. How it was presented (i.e., gross with revenue 
and expense; or just the net changes in the liability) was a 
presentation issue, not a measurement issue, to be discussed as 
part of the performance statement dialogue. 

At the conclusion of the discussion on measurement approach, 
both Boards agreed that the objective of a proposed insurance 
model (with explicit risk margin) should be better articulated. The 
Boards asked the staff to update the measurement approach 
paper to analyse the potential remaining differences between the 
FASB’s current fulfillment value approach and the IASB’s 
proposed IAS 37 model, and to clarify the measurement objective, 
including the role of an uncertainty/risk adjustment, under both 
models. 

Acquisition costs: 

The staff summarised the prior FASB and IASB Boards’ decision 
that acquisition costs should be expensed as incurred, and the 
IASB’s tentative conclusion that an insurer should recognise as 
revenue that portion of premium that covers incremental 
acquisition costs, while FASB would have no such revenue offset. 

At the joint meeting, the FASB Board again expressed its view that 
recognition of revenue equal to incremental acquisition costs was 
inconsistent with the revenue recognition model, in which revenue 
is recognised only when an entity has satisfied a performance 
obligation with a customer. The IASB staff noted that its proposed 
accounting was consistent with the liability approach to 
measurement, whereby the initial liability should be equal to the 
premium minus direct incremental acquisition costs. This was also 
consistent with the economics of the transaction. Other IASB 
members noted that they considered the offset to be more a 
practical approach, but recognised its inconsistency with the 
revenue recognition model. 

One IASB member noted that he believed that the IASB proposal 
was consistent with the revenue recognition model in that at 
inception, the insurer had provided a service to the policyholder by 
performing underwriting and putting the contract in place. A FASB 
Board member disagreed, stating that this was an activity prior to 
contract inception, not an activity that satisfied a performance 
obligation under the contract. Another FASB Board member and 
an IASB member questioned why it would be appropriate to 
recognise revenue based on how much cost was incurred; the 
more acquisition costs recognised, the higher the revenue and the 
lower the liability, which seemed odd to them. 

The FASB staff mentioned that he had proposed that perhaps the 
issue could be solved by allowing the capitalisation of an 
intangible asset, but that he wasn’t getting much traction from 
Board members with this proposal. A FASB member noted that if 
they allowed capitalisation for insurance, they would then need to 
go industry by industry to determine whether up front costs should 
be capitalised. Another FASB Board member commented that it 
was not appropriate to allow capitalisation in an industry just 
because the upfront costs were significant. He noted that banks 
record loan original fees as income to offset loan origination costs 
because they are nonrefundable. If insurance contracts had such 
identified nonrefundable fees they could also be recognised as 
revenue, but they typically do not. 

In rebuttal, an IASB member noted that while he did not support 
capitalisation of costs, as that model “doesn’t make sense,” he 
supported a revenue offset under the theory that companies 
should not be recording an upfront loss on profitable contracts. 
The decision to defer a Day 1 gain was an artificial adjustment to 
the model; the recognition of revenue against that deferred gain 
was therefore appropriate. 

A FASB Board member noted that it did not make sense to issue 
an exposure draft with two views. Others seemed to agree. The 
IASB chair called a vote at this meeting, and the IASB reversed its 
previous decision and concluded that a revenue offset should not 
be allowed (8 to 6), thereby putting the IASB view in sync with the 
FASB view. 

Presentation in the Performance Statement: 

The Boards went through the four examples in the staff paper 
previously discussed by both Boards and handed out at the 
October 28 joint meeting. The purpose of this portion of the 
meeting was educational; no decisions were reached. 

The four choices discussed in the paper included: 

• Traditional life model 

• Traditional nonlife model 

• Fee approach 

• Margin approach 



Under the fee based approach, only the part of the premium that 
the policyholder pays for services under the contract would be 
reported as revenue, not the deposit receipt that relates to 
expected future repayments to the same policyholders. The parts 
of the premium for services, including risk protection, would be 
recognised as revenue based on performance under the contract. 
The margin approach treats all premiums as deposits and all 
claims and benefits as repayments to the policyholder. Recognition 
of the margin(s) as revenue would occur as the margin is released, 
under a method to be discussed at a future meeting. 

The IASB noted that at its meeting, the traditional life model was 
dismissed, but the three other approaches were under 
consideration. The FASB noted that it had gravitated more toward 
the fee approach during its education session. 

At the joint meeting, the discussion centered principally around the 
fee approach. The IASB staff clarified that the fee approach backs 
into the revenue component using the margin and costs incurred, 
at which point the FASB indicated that deriving revenue from the 
margin and cost differed from their view of using the revenue 
recognition model. It was evident that more discussion and 
examples were needed to clarify the models. 

PricewaterhouseCoopers provides industryfocused assurance, tax, and advisory services to build public trust and enhance value for its clients and their stakeholders. More than 155,000 people in 
153 countries across our network share their thinking, experience and solutions to develop fresh perspectives and practical advice. 

This paper is produced by experts in their particular field at PricewaterhouseCoopers, to review important issues affecting the financial services industry. It has been prepared for general guidance on 
matters of interest only, and is not intended to provide specific advice on any matter, nor is it intended to be comprehensive. 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, PricewaterhouseCoopers firms do 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. If specific advice is required, 
or if you wish to receive further information on any matters referred to in this paper, please speak with your usual contact at PricewaterhouseCoopers. 

For further information on insurance, please contact Rebecca Pratley, marketing leader, Global Insurance, PricewaterhouseCoopers (UK) on 44 20 7804 3749 or at rebecca.j.pratley@uk.pwc.com 

© 2009 PricewaterhouseCoopers. All rights reserved. PricewaterhouseCoopers refers to the network of member firms of PricewaterhouseCoopers International Limited, each of which is a separate and 
independent legal entity. 


