
Highlights

The IASB held a Board meeting on 15 December 2009 at which it
tentatively decided not to permit the use of other comprehensive
income (OCI) for remeasurements of insurance liabilities. 

A joint meeting with the FASB was held on 16 December 2009
where the measurement objective and margins were discussed,
as well as the application of revenue recognition to insurance
contracts. There was considerable discussion as to whether the
objective should be to measure an insurance contract at the
current estimate of the cost to fulfil the present obligation or not.
However, both Boards’s agreed to measure insurance contracts
using present value techniques that consider the unbiased
probability-weighted average of future cash flows, the time
value of money, a risk adjustment for uncertainty about the
amount and timing of future cash flows and an amount to eliminate
any positive day one difference. Both Boards also agreed that
the risk adjustment should be remeasured, although there was
some confusion as to what the principle underlying the risk
adjustment was.

The proposed agenda included staff papers covering embedded
derivatives, unbundling and presentation but time did not allow
these to be discussed, although they may be covered in ad hoc
sessions later in the week.

The staff papers included an updated timetable for Board
discussions on the insurance contracts project which anticipates
an exposure draft being issued in April 2010 with comments due in
September 2010. Staff noted in this meeting that they will consider
the timetable further in light of the number of papers that were not
covered in this joint meeting.

Use of Other Comprehensive Income

The IASB staff recommended to the Board that it should not
change the accounting for assets held to back insurance
contracts, subject to further consideration of assets held to back
unit-linked and index-linked insurance contracts. The Board
unanimously agreed with the staff proposal. 

The staff explained that some respondents to the Discussion
Paper had indicated that some or all changes in the insurance
liability should be presented in OCI to either avoid accounting
mismatches or to distinguish short-term market volatility that might
reverse over the long term of the insurance contracts.

Staff noted that accounting mismatches could be avoided if
companies used the fair value option under IFRS 9. They also
noted that allowing the liability movement to be recognised in OCI
would not eliminate all accounting mismatches and would result in
a complex presentation that would require tracking of elements of
the liability matched by the assets and to determine whether and
when to recycle amounts from OCI to the income statement.

One Board member noted that under pension accounting some
elements of changes in the liability are recognised in OCI and he
questioned why insurance contracts should not be able to benefit
from a similar approach. Another Board member noted that in
developing new standards they should not be constrained by
existing standards and others noted there is the ongoing question
of when items should be recognised in OCI.

After just 30 minutes of discussion 13 IASB Board members voted
in favour of the staff proposal to not permit or allow the use of OCI
for insurance liabilities.

Application of revenue recognition to
insurance contracts

In the Joint IASB/FASB meeting the IASB staff presented some
additional slides to explain how the principles of revenue
recognition would be applied to insurance contracts. The IASB
staff noted that insurance contracts contain different elements of
protection, savings, service and derivatives and that it is this blend
that makes it difficult to apply the principles of revenue recognition.
They acknowledged that in the past there had been a risk that the
discussion had focused on one type of contract which may have
more of a service element. The IASB staff took the Board members
through a simplified annuity example with four policyholders who
did not die when expected. The IASB staff noted that they had
been surprised at the results of this simple example and it had
convinced him that the pooling nature of insurance risk means that
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the insurance contracts model being proposed is preferable to
looking at the principles of revenue recognition.

One FASB member noted that she would not have necessarily
applied the revenue recognition model as the staff had done but
would perhaps have recognised revenue on a pre-determined
expected pattern and then recognised volatility from changes in
estimates in the expense line. The IASB staff noted that they had
also looked at applying either a portfolio approach of a percentage
of completion method to this simple example but it did not change
the results very much.

Measurement objective

The IASB staff presented a paper that proposed that an entity
should measure an insurance contract equal to the current
estimate of the cost to fulfil the present obligation created by the
contract. They proposed that this amount should be determined
using present value techniques that consider:

i     the unbiased, probability-weighted average of future
cash flows;

ii    the time value of money;

iii    a risk adjustment for the effects of uncertainty about the
amount and timing of future cash flows; and

iv   an amount to eliminate any positive day one difference.

The staff have removed references to IAS 37 in this objective and
the reference to any service margin. 

A number of board members noted that (iv) above, the deferred
day one profit, is not part of the cost to fulfil the obligation and one
of the FASB Board members noted she would prefer a return to
the notion of fulfilment value. One IASB Board member did not
agree with the adjustment for risk and believes insurance should fit
into other accounting standards. One FASB Board member was
concerned that we were confusing cash inflows and cash outflows
which is resulting in smoothing profits and he did not agree with
the building blocks. One IASB Board member noted that he could
see the risk adjustments as a component of cost if the entity had
to hold additional capital, although another member thought this
was an opportunity cost.

The two Boards voted on whether the measurement of the
insurance contract should include the elements (i) to (iv) above and
a majority of both Boards (10 IASB and 3 FASB) agreed.

There was also no appetite to have any further discussion about
non-performance risk for the measurement of insurance contracts.

Margins

The IASB staff presented a paper that considered the possible
principle for risk adjustments as being:

(a)  The price of risk a market participant would require when
taking over the obligations from the insurer;

(b)  The price an insurer would require to induce it to assume the
risk from the policyholder or another party; or

(c)  The amount an insurer would rationally pay to be relieved of
the risk.

One FASB Board member again reiterated his concern at having
an arbitrary measurement on top of the expected cash flows whilst
another indicated her preferred option (b), being the price required
to assume the risk, rather than the staff’s recommendation of (c),
the amount the insurer would pay to be relieved of the risk. An
IASB Board member noted that (c) should be the maximum
amount and he expressed concern that the measurement of the
risk adjustment would not be comparable between entities.

A number of board members questioned whether there would
be a risk adjustment for an onerous contract. Some Board
members supported option (c) and others option (b) above to
describe the principle for a risk adjustment. One FASB Board
member described the principle of the risk adjustment as being the
measure of uncertainty and the changes in it, the cost or price of
assuming the uncertainty. 9 IASB members and 4 FASB members
voted in favour of this principle.

Timetable

At the end of the meeting it was noted that there were a number
of staff papers that had not been discussed. The IASB staff noted
that they would be discussing this overnight and would discuss
the timetable with the Board tomorrow. One Board member noted
his strong preference to maintain the April publication date for the
exposure draft and the staff noted that they may be able to make
use of additional board meetings that would be scheduled.
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