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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 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.
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participating contracts where the
mirroring decisions apply, except for
disclosures of the carrying amounts of

insurance contract liabilities.
In addition, if an insurer measures the
underlying items in a participating
contract on a basis other than fair value,

closes the fair value of the
underlying items, the insurer will be

disclose the extent to which
the difference between the fair value and
the carrying value of the underlying
assets would be passed to policyholders.

Furthermore, the IASB tentatively
decided to require reconciliation with
specified line items from the opening to
closing balance for insurance assets and

. The board also decided to
require specified line items for the
disaggregation of revenues and the effect
of insurance contracts written in the

on the insurance liability.

On transition, the board decided to
provide relief from the disclosure of the
current period line item amounts that
would have been reported in accordance
with previous accounting policies.

the staff presented the proposed
plan for field-testing.
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Application of discount rate for contracts
affected by expected asset returns, but
where mirroring decisions do not apply

The boards previously have tentatively decided that the
‘mirroring approach’ should only apply to a subset of
contracts with participating features that provide
policyholders with the contractual right to share in the
return from specified underlying items. They have also
concluded during previous discussions that the
discount rate should reflect the characteristics of the
insurance liability. The boards already tentatively
decided not to prescribe a method how to determine
the discount rate, but to permit either a bottom-up or a
top-down approach.

For some contracts, the mirroring decisions do not
apply, but the cash flows are affected by the
performance of underlying assets where the passing on
of the return on assets is at the discretion of the
insurer. Examples are universal life contracts that are
common in the US and China. The proposals also
relate to insurance contracts whose returns are
contractually linked to individual investments that are
not directly held by the insurer, for example index-
linked contracts.

The objective of the discussion was to clarify the
tentative decisions on discounting for these contracts
and the discount rate to be used for presentation of
interest expense in the statement of comprehensive
income.

The example of universal life contracts is used
throughout the discussion, but the tentative decisions
taken may also be relevant to similar types of
contracts.

Universal life contracts have rates that are
competitively set and that are influenced by various
factors. The rates are not adjusted for short-term fair
value movements and are not tied to specific
segregated assets, but relate to the general
performance of the insurer, including mortality. The
default risk on the assets passes on to the policyholder
in the crediting rate that is applied to the account of
the policyholder.

During the joint discussion the staff recommended
clarifying that, for contracts whose cash flows are
affected by asset returns, but are not subject to
mirroring, the discount rate that reflects the
characteristics of the contract’s cash flows shall reflect

the extent to which the estimated cash flows are
affected by the return from those assets. This would be
the case regardless of whether the:

a) transfer of the expected returns of those assets
are the result of the exercise of insurer’s
discretion; or

b) the specified assets are not held by the insurer.

One IASB member noted that the cash outflows are
affected by the characteristics of the assets although
the extent to which they are affected may be subjective.
The question arises how to make this judgement in
practice and how to set the objective for assessing
these types of contracts. The staff commented that they
do not want to be too prescriptive in their proposals,
but want to clarify the application of the discount rate.
The staff noted that the updating of the crediting rate
would be a dynamic process similar to updating the
expected cash flows.

Two IASB members and one FASB member questioned
whether the clarification was needed at all and felt that
the general principle of using a discount rate that
reflects the characteristics of the liability should be
sufficient. The FASB member also expressed concerns
that the proposal for universal life products opens up
opportunities for using asset-backed discount rates. A
shortcut that applies a discount rate related to the cash
inflows may give a carte blanche for other products.
The staff commented that the reason for taking this
topic to the boards was not to create new measurement
rules but to clarify how to apply the principle to
participating contracts were the mirroring decisions do
not apply. The proposals should be considered to be
implementation guidance for applying the appropriate
discount rate.

The FASB member noted that it is not clear which
assets should be used from a pool of assets, if the
return is discretionary. An IASB member did not agree
as insurers know which assets are linked, otherwise
they could not determine the crediting rate to the
policyholder. The staff noted that the proposals only
give guidance on the basic principles. It is not intended
to give a carte blanche to use an asset-based discount
rate.

One board member expressed his concern that these
contracts are accounted for using management
expectations. The staff commented that this is
consistent with the model and based on the expected
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cash flows for the contract. The discount rate should
reflect the characteristics of the cash outflows and to
the extent that the cash outflows are dependent on the
performance of specific assets, this should be reflected
in the discount rate.

One FASB member asked what the discipline was in
the model as it is based on management expectations.
A small change in the discount rate may have a
significant impact on the liability. The staff responded
that this also applies to the cash flows themselves, as
they are also based on expectations. Universal life
products give insurers discretion to set the crediting
rate. However, in the majority of cases the spread in
the crediting rate will be fixed or decreasing over time
due to commercial reasons. This somewhat limits the
discretion of the insurer in setting the crediting rate.
One board member asked to change the second part of
the staff’s proposal to ‘the specified assets are not
directly held by the insurer’ as it mainly relates to
index-linked products.

In a vote, 6 FASB members and 12 IASB members
agreed with the staff’s proposal.

The boards continued their discussion with the staff’s
proposal to require insurers to reset the locked-in
discount rate that is used to present interest expense
for contracts affected by asset returns, but where cash
flows are not subject to mirroring.

In May 2012, the boards tentatively decided that an
insurer should:

a) Present in Other Comprehensive Income (OCI)
changes in the insurance liability arising from
changes in the discount rate (subject to a
future discussion on the treatment of
participating insurance contracts);

b) Not present in OCI changes in the insurance
liability arising from changes in interest-
sensitive cash flow assumptions; and

c) Present in profit or loss interest expense using
the discount rate locked in at inception of the
insurance contract.

In October 2012, the boards decided that the mirroring
decisions take precedence over the OCI decisions. This
implies that cash flows from participating features,
where the mirroring decisions apply, would be

consistent with the presentation of the contractually
linked assets.

The cash flows of the universal life products are
affected by changes in the interest rate, so a locked-in
rate would not reflect the economics of the contract.
The staff identified three alternatives for solving this
issue and resetting the rate:

1a. Upon any change in the crediting rate;

1b. Upon any change in expectations of the
crediting rate; or

2. Upon any change in book yield to the book
yield.

Alternative 2 is based on a suggestion from a preparer
since the book yield is objectively measurable. It is
however not consistent with the discounting of the
liability and the resetting would be difficult to
understand.

Alternative 1a would reset the rate at the date the
change in the crediting rate is formally approved. The
disadvantage is the time-lag between the actual
adjustment in the crediting rate and the change in the
expected asset returns in the measurement of the
insurance contract liability. This could lead to
inconsistencies between investment income and
interest expense from these contracts.

Alternative 1b is the staff’s proposal and is similar to
1a, but based on expectations of the crediting rate.
Therefore, the timing of the recognition of the changes
in cash flows is better aligned with changes in the
discount rate.

One IASB member asked for confirmation that under
the staff proposal the changes in liability due to either
changes in asset related cash flows or changes in
discount rate reflecting the linkage to the asset go
through P&L whilst changes in liability due to changes
in discount rate that are non-asset related go through
OCI. The staff explained that it depends whether the
insurer use a single yield curve to discount the
insurance contract liabilities or whether the insurance
liability is split between asset related and non-asset
related items and two different yield curves applied. In
most cases insurers apply one yield curve to their
insurance contract liabilities as many cash flows are
interrelated.
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One FASB member stated that he does not want an
option for insurers to apply either one discount rate to
the whole liability that would go through P&L or split
the cash flows with some going through OCI. As it was
pointed out, based on previous tentative decisions, the
mirroring approach requires that the cash flows that
are contractually linked have to be segregated. One
IASB member noted an accounting mismatch still
arises if you have assets at amortised cost or fair value
through OCI.

One IASB member asked to confirm that the
requirement to segregate the cash flows would be
applicable here as well. The staff replied that there are
different views around the table as to whether an
insurer can use a weighted-average discount rate for
the whole set of cash flows or two different rates and
splitting the cash flows. If the split is made, no
weighted-average discount rate would be used.
However, if the cash flows are not split an average
discount rate could be feasible.

One board member asked how much asset-related cash
flows would be enough to apply one discount rate. The
staff responded that when preparing the staff papers,
the terminology ‘predominantly’ was used. The
consequence of this will be that around the
‘predominantly’ threshold you will fall either
completely in OCI or completely in P&L. The staff and
some board members raised concerns about the
practical application of segregating the cash-flows and
applying separate discount rates especially in
situations where the cash flows are interdependent.
They added that currently companies do not split the
cash flows.

One board member asked and the staff confirmed that
appropriate disclosures should be included with
regards to the segregation of cash flows and
application of different discount rates.

In a vote, 7 FASB members and 14 IASB members
agreed with the staff’s proposal.

Presentation, disclosures and field-testing

The IASB only session covered three papers on
presentation and disclosures and a project plan for
field-testing to be carried out in the comment period
for the Exposure Draft (ED). The board discussed the
disclosure requirements for the topics where further
tentative decisions had been reached since tentatively
deciding on the disclosure package on a previous
meeting. These topics were presentation of insurance

contracts in the financial statements and disclosures
relating to participating contracts, earned premiums
and transition.

The ED proposed that an insurer would present all
rights and obligations within each portfolio of
insurance contracts as a single net liability or net asset.
Portfolios resulting in a liability and portfolios
resulting in an asset should not be netted against each
other.

During the redeliberations, a number of changes have
been proposed for the building block approach as well
as the premium allocation approach. The staff asked
the board to confirm that the presentation of the rights
and obligations within each portfolio of insurance
contracts should be on a net basis.

A number of board members discussed the
presentation of elements that are unbundled and
accounted for under the financial instruments
standard. The general view was that the unbundled
deposit component should be presented separate from
the insurance contract, but that they can be combined
with other deposit elements following IAS 1.

One board member asked why the proposed drafting
for presentation of insurance contracts in the
statement of financial position only states what
insurers are prohibited to do. The staff responded that
the minimum line items in IAS 1 should be sufficient
for insurers and that the staff’s proposal should be read
in conjunction with IAS 1. The staff clarified that
presentation should not be done separately for each
portfolio.

In a vote the board unanimously confirmed that
presentation of all rights and obligations from an
insurance contract should be on a net basis.
Additionally 14 board members voted in favour of
requiring presentation of separate line items for
insurance contracts and reinsurance contracts.

14 members of the board also agreed that the IAS 1
requirements for the statement of comprehensive
income are sufficient to specify the presentation
requirements for insurance contracts.

The boards subsequently discussed whether any
additional disclosures should be required based on the
decisions taken so far concerning participating
contracts. The staff proposed not to require additional
disclosures except for the requirement to disclose the
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carrying amount of the insurance contract liabilities to
which the mirroring approach has been applied. In
addition the staff proposed, that if an insurer measures
the underlying items in a participating contract on a
basis other than fair value, and discloses the fair value
of the underlying items, the insurer will be required to
disclose the extent to which the difference between the
fair value and the carrying value of the underlying
assets would be passed to policyholders.

One board member questioned whether an insurer
always knows what is passed on to the policyholder.
The staff responded that it is contractually linked and
therefore they should know. One board member
questioned the need for these disclosures. The staff
explained that because of the different measurement
basis, the disclosure would be useful. One board
member additionally asked to clarify that the
disclosures are for participating contracts, where the
mirroring decisions apply. In a vote, all board
members agreed with the proposal.

The next topic related to the reconciliation of insurance
contract balances in order to make it easier to link the
reconciling items to the statement of comprehensive
income. The staff proposed to require insurers to
disclose a reconciliation of the aggregate carrying
amount of insurance contract liabilities and insurance
contract assets, showing specified line items.

One board member asked whether these disclosures
would be too much. The staff noted that insurers have
the ability to aggregate certain information. One board
member suggested including the disclosure
requirements specifically in the field-testing to see
whether it is burdensome. In a vote, all board members
agreed with the staff’s proposal.

Subsequently the board discussed the disaggregation
of recognised amounts in revenue. The staff proposed
that, for contracts accounted for using the building
block approach, an insurer should disaggregate the
insurance contract revenue into the inputs to the
measure of insurance contract revenue in the period,
being the probability weighted claims and expenses,
the allocated acquisition costs, the risk margin and the
residual margin. One member thought the suggested
disclosure was too mathematical and suggested that
premiums due adjusted for the change in the insurance
liability should be disclosed. Another member noted
that the board was in a difficult dilemma, as users
wanted more disclosures and preparers wanted less.

The same differences of views exist in the board. In a
vote, 13 board members agreed with the proposal.

The board continued the discussion by voting on the
staff’s proposal to require insurers, for contracts
accounted for using the building block approach, to
disclose the effect of contracts written in the period on
the insurance contract liability, showing separately the
effect on: (a) the expected present value of fulfilment
cash outflows; (b) an allocation of expected acquisition
costs; (c) the risk adjustment; (d) the residual margin.
The staff emphasised that this proposal would provide
information on written premium and thus would
address the request to disclose such volume
information. In a vote, all board members agreed with
the proposal.

Additionally one board member questioned why the
staff did not propose to require a reconciliation of
premiums receipts to earned premiums. In an
additional vote, 9 board members agreed to require
this additional disclosure that was not proposed
originally by the staff.

The last topic on disclosures related to transition. The
staff proposed that in the period in which the new
insurance contracts standard is initially applied;
disclosure of the current period line item amounts that
would have been reported in accordance with previous
accounting policies in IFRS 4 should not be required.
IAS 8 would normally require this, but the staff
believes that this information is not useful. In a vote,
all board members agreed with the proposal.

Finally, the staff presented their plan for the third
round of fieldwork. The board was not asked for a
decision, but provided the staff with comments. One of
the board members suggested preparing dummy
financial statements to understand how all the
decisions fit together. Another board member
suggested doing fieldwork on disclosures to
understand if they are operational and not too
burdensome. The staff noted that if this would be
added, the fieldwork should be focused on the new
disclosure requirements, as many disclosures are
already included in current IFRS 4. One board member
suggested including a question on disclosures in the
ED. The staff and the board members agreed that the
group of 15 for field-testing may be expanded if other
companies are interested.
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