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Review Draft or Re-exposure (IASB only
voting session)

The staff sought the board’s view on whether the
proposals in its insurance project can be finalised (thus
a review draft issued) or whether the IASB should re-
expose the revised insurance contract standard. The
staff noted that a review draft of the draft standard is
made available via IASB’s website and used as the basis
for testing and outreach with parties but no questions
are raised. On the other hand in case of an exposure
draft the board would re-deliberate the topics on which
it invited comments.

The staff demonstrated in one of the papers prepared
for this meeting that the IASB had met the mandatory
and ‘comply and explain’ due process steps set out in
the IASB Due Process Handbook.

Based on this the staff outlined two alternatives in its
paper:

1. Issuing a review draft; or

2. Issuing a limited exposure draft (i.e., inviting
comments on only a limited number of issues).

The staff also explained that there are several reasons
why they ask this question at this stage. First, there are
only very limited topics that are still to be deliberated,
and after making tentative decisions on transition and
disclosures in an earlier session this week they feel the
end of the discussions approaching. By deciding on the
type of the next due process document
constituents/staff can draw the expected timetable that
will facilitate the remaining steps needed to finalise the
project.

There were mixed views among the board members.
Some of them expressed their preference to finalise the
standard as soon as possible since they felt a desperate
need for a standard that gives comparability and
transparency. That could be even more critical when
heading into a decade that will be critical for insurance
companies with expected further decrease in interest
rates. Several board members supporting the issuance
of the review draft also mentioned the long history of
the project.

Other members were more in favour of an exposure
draft although even in this group there were split views
whether the document should be a full exposure draft
or a limited exposure draft (inviting comments on all
or only a few issues). The most important arguments
supporting re-exposure were the significant decisions

made since the exposure draft and the overall
complexity of the project. Members supporting the re-
exposure acknowledged the additional time required
finalising the project but felt there was no other
available option.

Overall, all the board members (with two exceptions)
voted for issuing an exposure draft with specific
questions limited to the following topics:

 The requirement that the cash flows used to
measure participating contracts should be
based on the cash flows used to account for the
underlying item;

 The requirement to present premiums in the
statement of comprehensive income (including
the exclusion of the premium relating to the
investment component and the allocation of
premiums in the statement of comprehensive
income on an earned basis);

 The requirement to use the residual margin to
offset changes in estimates of future cash
flows;

 The requirement to present in other
comprehensive income changes in the discount
rate used to measure the insurance contract
liability; and

 Transition as discussed earlier this week.

While the document to be issued would be a complete
exposure draft, the staff were asked to make the
instructions to constituents clear that the board is only
seeking comments on the five specific questions being
posed. Neither the discussion nor the staff paper
indicated when the exposure draft might be released
for comment. However, in terms of a final standard,
the staff paper estimated May 2014 as the earliest
period when a draft of the final standard could be
prepared. The board is expected to continue its
discussion of income statement presentation and
remaining topics in October.

Transition

Introduction

The staff paper acknowledges that insurers face
challenges upon transition for long term contracts that
may have been in force for decades upon transition, as
availability of data might be limited due to system
changes or acquisitions. The staff paper describes three
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objectives that should be considered when deciding on
a transition approach:

 Consistent measurement of the insurance
contract liability and margin between contracts
in force and those written subsequent to
transition;

 Comparability of earnings between contracts
in force and those written subsequent to
transition; and

 A measurement that meets the cost/benefit
test.

Several questions relating to transition require
consideration by the boards. The first is whether the
present value of fulfilment cash flows should be
measured using current estimates at the date of
transition, with write-off of any existing deferred
acquisition costs.

The second question relates to the determination of the
residual margin at transition. The IASB exposure draft
(ED) and FASB discussion paper (DP) proposed zero
residual (single) margin upon transition. This
proposal was based on the fact that the margin is an
amount that is calculated by deduction at inception of
a contract, and thus was considered too burdensome a
requirement for insurers, especially those that may
have written contracts many decades ago.

The zero margin approach was not supported by
respondents to the ED and DP nor by the Insurance
Working Group. Other than being a practical solution,
it did not meet the first two objectives, as it would
effectively result in an insurer recording no margin on
all its in-force contracts subsequent to transition.

The staff developed six alternatives, acknowledging
that none of them could fully accomplish all three
objectives.

1. Record no margin (as suggested in the ED and
DP);

2. Record the margin as equal to the difference
between the new measurement of present
value of the fulfilment cash-flows and the
carrying value prior to transition;

3. Full retrospective approach;

4. Retrospective approach, but with a practical
expedient for contracts written prior to the
earliest period practicable to apply the
guidance retrospectively;

5. Record the margin as the difference between
the fair value of in-force contracts and the new
measurement of present value of the fulfilment
cash flows; or

6. Record the margin as the difference between
the current entity-specific price that the
insurer would hypothetically charge the
policyholder for a contract equivalent to the in-
force portfolio of insurance contracts and the
new measurement of the liability.

The staff supported alternative 4. The practical
expedient is suggested by the staff to help insurers to
go back as far as possible, further than IAS 8 and ASC
250-10 guidance requires. Under the practical
expedient alternative, for periods when a “fulsome”
retrospective calculation is impracticable, an insurer
would estimate the margin using historical
assumptions about margins or extrapolating from
available average margin percentages.

Another important consideration in the transition
calculation is the discount rate. The contract inception
discount rate is needed for the margin estimation, for
the locked in discount rate used to accrete interest
expense on the insurance liability through earnings,
and for the calculation of the accumulated amount to
be recorded in other comprehensive income (OCI).

The staff paper addresses the question of how to
determine the discount rate in the retrospective period
(if the boards vote for the retrospective application of
the standard) when it would otherwise be
impracticable to do so (thus giving a practical
expedient).

The alternatives explored by the staff were the
following:

1. The discount rate at transition;

2. The discount rate applied under current
accounting standards; or

3. An observable rate that is equivalent to the
discount rate determined in accordance with
the standard.

Whilst the first and second alternatives are easy to be
determined they would not provide useful information.
The staff believe that the third alternative would
provide the most useful information while still being
feasible.
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The staff proposed that the practical expedient would
involve calculating the discount rate in accordance
with the standards for a minimum of three years. Next,
an observable rate would be determined that
approximates the calculated rates, or if this is not
possible, the insurer would determine the spread
between the calculated rate and an observable rate.
The discount rate to be applied at contract inception in
the retrospective periods would then be based on the
yield curve at contract inception for that same
observable referenced rate (e.g., the AA bond rate),
plus or minus the spread, if applicable.

The last issue relating to transition is disclosure. The
staff proposed the general existing requirements (IAS 8
and ASC 250-10) for adoption of new accounting
principles, plus additional information if alternative 4
is selected for determining the margin. This would
include disclosure of the earliest practicable date to
which the insurer applied the guidance on a full
retrospective basis, along with the method used to
estimate the remaining margin.

IASB education session

Whilst generally the board members acknowledged the
importance of the topic of transition and some of them
supported the staff’s practical expedient proposal,
others were sceptical how the estimate could be
developed reliably if not all the necessary information
to calculate the residual margin is objectively
available. One of those board members suggested
alternatives 5 or 6 for contracts for which the
information to get to the retrospective application is
not available whilst another board member would set
the margin at zero for such contracts. They both saw
the practical expedient as an estimate that can be easily
manipulated.

Those board members who supported the staff’s
proposal would require additional disclosure around
the residual margin that was estimated based on only
partial objective information.

With regard to the discount rate, one board member
raised the point that although as of today the top-down
and the bottom-up approach is expected to give similar
answers, going back 20 years and applying the current
negative or positive spread (as he understands the
practical expedient suggested by the staff) could give
very different answers in a top-down versus the
bottom-up approach. He suggested that developing the

discount rate should be restricted to the bottom-up
approach.

Another board member said that the complexity with
determining the locked-in discount rate justifies his
suggestion on not going back to periods when the
retrospective application is impracticable, and instead
recommended setting the residual margin to zero for
such policies.

Several board members asked the staff to do additional
investigation on the significance of the matter and how
regulators feel about such estimates. The staff
confirmed that they think that significant part of the
margin would be estimated using the practical
expedient for life insurers with long term policies that
has been issued decades prior to the transition date (as
it was clear from the comment letters received for the
ED) due to lack of data for full retrospective
application. They added that providing additional
quantitative information on the estimated amount
(and its comparison across the suggested alternatives)
to the board members would be challenging since no
such calculations are available on an aggregate level.
The board members suggested that the staff should
perform an outreach on this in the upcoming weeks.

FASB education session

During the FASB education session, the FASB staff
explained to the board that cash flow estimates to be
estimated retrospectively at contract inception would
include direct acquisition costs. The staff noted that
the types of acquisition costs includable in the model
are consistent with those capitalisable under the
recently issued FASB guidance on deferrable
acquisition costs (ASU 2010-26). The staff explained
that since most life insurers have adopted this
guidance retrospectively, they would already have all
the information necessary for that component of the
retrospective calculation.

Similar to remarks at the IASB ED session, some board
members expressed concern that the “practical
expedient estimates” might be “ball park” or “squishy”
estimates with a potentially fairly significant range of
error. The staff responded that preparers had
described the estimate as capable of being calculated.

Responding to a question from a board member about
how the financial statements of a property/casualty
writer would be affected in transition, the staff noted
that retrospective application would be applicable both
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to contracts under the premium allocation approach
(PAA) as well as the building block approach. That is,
although there was no retrospective margin that
needed to be calculated in the PAA, there would be
discounting and accretion on claims incurred and
related OCI impacts that would need to be calculated
retrospectively, as well as separation of any investment
components.

With regard to the calculation of a discount rate in
prior periods, the staff noted that for all but the most
recent years, determination of a top down or bottom
up discount rate would be hard. That is, in most cases
it would not be practicable to determine actual or
hypothetical yields on an asset portfolio and the
default rate adjustments that go along with that, or to
determine the appropriate liquidity adjustment if the
bottom up approach were used. The staff therefore
proposed a proxy reference point rate determined
based on an average of the three most recent discount
rate calculations. Similar to an IASB member’s
concern, a FASB member expressed concern that the
spreads today might not be comparable to what they
would have been in the past. As an even easier
practical expedient, one board member suggested
requiring a single index to be used by all (e.g., the AA
bond rate).

IASB/FASB joint meeting

The discussion on transition continued with an
IASB/FASB joint session. The discussion focused
principally on determination of the residual (or single)
margin upon transition and on determination of the
discount rate when its calculation is otherwise
impracticable.

There was no debate around the measurement of the
insurance liability upon transition. The staff proposed
measuring the insurance liability at present value of
fulfilment cash flows using current estimates at the
date of transition. They also proposed accounting for
acquisition costs in accordance with the boards’
existing tentative decisions and derecognising any
existing balances of deferred acquisition costs. This
was unanimously supported by both IASB and FASB.

The second question addressed the determination of
the residual (or single) margin upon transition. The
alternatives discussed were the ones described above.
There were split views among IASB members, whereas
only a few FASB members voiced their concerns with
the staff proposal.

There was lengthy discussion around the potential use
of fair value. The IASB and FASB board members who
supported the fair value approach thought that it was a
less complex and more objective calculation than the
staff proposal. They found the practical expedient
estimate (the staff’s proposal) concerning in terms of
its potential for manipulation. Other members were
less supportive of the fair value approach, questioning
how it could be calculated with no observable data.

A new alternative suggested by a board member was to
apply the standard retrospectively as far back as
possible (as in alternative 4), but with a different
practical expedient: setting the margin equal to the
difference between the fair value of the portfolio and
the new measurement of the liability when the
retrospective application is impracticable.

However, a FASB member said that if for contracts
where the retrospective application is impracticable
the residual margin would be calculated by using the
fair value, the measurement of the different portfolios
would not be consistent.

Several IASB members questioned why the staff
proposal deviated from IAS 8 (and FASB ASC 250-10),
whereby retrospective application would only go back
as far as practicable. Contracts before that date would
remain on the old basis.

The board member who suggested the application of a
fair value alternative suggested that if the staff
proposal was accepted he would like to see at least a
ceiling attached to it (e.g. when the margin is estimated
it could not be higher than an average margin of a
specified period). Some board members supported
this, although no suggestions were made how to phrase
it, but comments were raised that prior to adding a
ceiling outreach would be necessary.

In a final vote 11 IASB members supported the staff
proposal (with the staff agreeing to consider a possible
constraint on the estimated amount of the margin) and
FASB unanimously voted for it.

The discussion continued with the determination of the
discount rate in the retrospective period when the
determination of the discount rate would be otherwise
impracticable. Out of the three alternatives developed,
the staff proposed an observable rate for the respective
periods that is equivalent to the discount rate
determined in accordance with the standard. The
method suggested by the staff is first to determine the
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observable rate and to calculate the discount rate in
accordance with the standard for at least the three
most recent years prior to the transition and to use the
same observable reference point to determine the rate
(plus or minus a spread) for each year in the
retrospective period.

Whilst an overwhelming majority of the board
members supported the staff’s proposal, one IASB
board member pointed out the anomaly of the
proposal: if the credit spread changes over time (e.g. in
some economies it is wider today than it was in the
past and current rates are used to estimate the
historical rate) the adjustment calculated based on
current rates would not lead to the same answer in the
case of the bottom up and the top down approach, and
could even lead to a discount rate that is lower than the
risk-free rate. For example, assuming a 4% risk free
rate, 4.5% discount rate and 6% AA corporate bond
rate, the -150 basis point from the AA corporate bond
rate or the +50 basis point from the risk free rate
would be applied to historical observable rates. He
would rather see a pro-rata calculation instead of the
absolute basis point adjustments (e.g. taking the
one/three quarter(s) of the range between the risk-free
rate and the AA corporate bond rates). A FASB
member noted that the pro-rata approach also seems
to be arbitrary.

In a vote 13 IASB members and all FASB members
voted for the staff proposal.

The last question addressed the disclosures relating to
transition. Both boards unanimously supported the
staff proposal on requiring all IAS 8 (or ASC 250-10)
disclosures plus additional specific disclosures relating
to the estimate of the margin and determination of the
discount rate in prior periods when a true retrospective
discount rate calculation was impracticable.

Acquisition costs in the pre-coverage
period (IASB and FASB joint meeting)

Accounting for acquisition costs in the pre-coverage
period was put on the agenda as a result of changing
the recognition criteria for insurance contracts: they
are not recognised until the coverage period starts.
However, companies might incur acquisitions costs
even in the pre-coverage period (e.g. underwriters’
compensation, medical inspections). The staff
examined four alternatives:

1. Do not recognise until the coverage period
begins;

2. Recognise as an expense when incurred;

3. Recognise the acquisition cost as a prepayment
asset and derecognise when the coverage
period starts; or

4. Recognise as part of the insurance liability
when they are incurred.

The staff supported the last alternative.

Although some concerns were raised around offsetting,
the staff confirmed that although the proposed
accounting would not be in line with general offsetting
requirements, it is in line with the tentative decisions
made so far on the building block approach where,
within a portfolio, contracts in an asset position and
contracts in a liability position are offset by each other.

An additional comment raised was why this approach
should be followed in the case of a brand new portfolio.
Would not in such case the third alternative better
reflect the economics? The staff and other Board
members argued that the staff proposal should be
supported for being a practical solution.

Overall both IASB and FASB supported the staff’s
proposal (with one member from FASB disagreeing).

Accretion of interest on the residual
margin

IASB Education session

The staff introduced the topic by summarising the
current proposal within the ED. That is, an insurer
should accrete interest on the carrying amount of the
residual margin. Arguments supporting interest
accretion include that this approach is consistent with
the ED for Revenue from Contracts with Customers
and consistent with the fact that all other components
of the insurance contract model reflect the time value
of money. In addition the staff highlighted that for long
term contracts, residual margins released in, say, 20
years’ time may have little value, if any, if interest is
not accreted on the residual margin.

The staff explained that comments on the ED on this
topic were mixed. Some supported accreting interest
on the margin, noting that the concept of the time
value of money was consistent with the rest of the
model could not be ignored, while others rejected it.
Of those who rejected it, some agreed with the concept
of accretion but rejected it for practical reasons,
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believing that it further unduly complicated the model.
Others rejected it as being arbitrary and artificial.

Mixed views were expressed by IASB members. Some
members leaned towards supporting the simplicity of
non-accretion, whilst others supported accretion on
the basis that it would be intellectually unsound not to
do so.

Of those members not supporting the view to accrete
interest, some highlighted that interest accretion
would add significant complexity to an already
complex model and they therefore challenged the cost
versus benefit of such an approach. They were
concerned that users would not understand the impact
of accretion without having a deep specialism in the
mechanics of the model and that such an approach
would therefore confuse users.

One member questioned whether outreach had been
performed and whether the operational feasibility
needed to first be tested. In response, the staff noted
that under some local GAAPs, interest is currently
accreted (e.g. implicitly within current US GAAP) and
tracked. This highlights that information is available
and that such an approach is feasible. The staff also
added that as a result of previous IASB decisions,
insurers would already need to track components of
the residual margin at a relatively low level and that
adding accretion of interest to this would not
significantly alter the complexity of the model.

Board members supporting the view to accrete interest
noted that for typical users of insurance accounts, they
would assume greater knowledge of the model. One
member highlighted the significant, and therefore very
meaningful, impact interest accretion is likely to have.
On this basis he believed users would find such
information useful. Another member highlighted that
for information to be useful, users would seek
consistency and therefore time value of money would
need to be considered for all of the building blocks
including the residual margin. However, in response to
those specific respondents that felt such an approach
was not feasible, he suggested that further outreach
should be performed to understand their concerns. The
staff confirmed that targeted outreach was planned.

The staff then summarised the proposals to use a
locked in discount rate as opposed to the alternative of
using a current rate, either through other
comprehensive income or profit or loss. The staff
believe that a locked in rate is consistent with the

model, as the amount of residual margin is determined
at inception and while it is adjusted for changes in cash
flow estimates, it is not unlocked for changes in
discount rates. By not unlocking the residual margin
for changes in discount rates, the residual margin
implicitly reflects time value as estimated on day one.

The staff noted that should a current-OCI approach be
used instead, as the residual margin does not true up to
cash flows, then amounts in OCI would not self
reverse. The approach would therefore differ to the
current-OCI mechanism used for other components of
the insurance model and as such the IASB would need
to consider whether such amounts would need to be
recycled to profit or loss. Using a locked in rate would
not raise such presentation issues.

One board member questioned the usefulness of
information when interest accretion is locked in at
inception by way of an example. If at the start of the
contract, the insurer was in a high interest rate
environment of, say, 10% and a few years down the line
the interest rate environment had dropped to, say, 1%,
he challenged how useful the continued interest
accretion at 10% would be for users of the accounts.
Another member questioned how this would be
presented if a current-OCI method was instead
adopted and the staff confirmed that the change from
10% to 1% would be captured within OCI. An IASB
member noted that alternatively if a current-P&L
approach was instead taken, then this would have a
significant impact on the P&L. Another questioned
whether using a locked in rate was still appropriate
given that the residual margin was now unlocked for
changes in estimates in cash flows.

Moving on to how insurers should calculate the rate
used to accrete interest, the staff recommended that no
guidance should be provided specific to the residual
margin and instead an approach consistent with
deriving the discount rate for other components of the
liability should be used. Intuitively this should be the
same rate as calculated for other components.

IASB only voting session

IASB continued the discussion of the accretion of
interest on the residual margin on the following day.
The two questions of (1) whether interest should be
accreted and (2) if yes, what discount rate should be
used (locked-in or current) were discussed together
due to their interrelated nature.



PwC Page 8 of 10

The arguments discussed in the education session were
reiterated. One new argument was expressed: a board
member noted that one of the most important benefits
of the project is identifying the sources of earnings.
That should include a consideration the time value of
money which requires the accretion of interest on the
residual margin as well. He also added that although
applying the current rate would be a better way of
measuring the time value of money, having the OCI
solution would further increase the complexity of the
model.

Other members agreed with him that the current rate
would reflect the economics and that using a locked-in
rate would not be meaningful. These members were
not convinced by the staff reasoning that accreting
interest at a locked-in rate would be consistent with the
measurement of the residual margin at locked-in
assumptions (other than changes in cash flow
expectations for which it is unlocked). The conclusion
they reached was not accreting interest at all.

During the discussion several board members
emphasised that regarding this question they should
opt for a compromise and not for a perfect solution.
Thus they referred to the fact that the previous
tentative decision on using OCI for accounting for
changes in discount rate has a significant effect on the
current discussion by limiting the available alternatives
that are operational.

In a final vote 10 board members voted for accreting
interest on the residual margin and also 10 members
supported the use of the locked-in rate.

For the last question on this topic the IASB
unanimously agreed with the staff’s proposal that no
additional guidance should be provided on estimating
the discount rate for the accretion of interest on the
residual margin. The rate applied should be
determined consistent with the discount rate for other
components of the liability. The staff noted that there
are a number of different ways in which the accretion
rate could be determined, including using a single
blended rate or projecting the release of the margin
and using a yield curve to determine the appropriate
discount rate.

Disclosures

IASB Education session

The staff summarised that many respondents who
opposed the proposed disclosures in the ED did so due
to the cumulative effect of the combined package
noting that it would be unduly burdensome to prepare
and cause disclosure overload for users. However, the
staff highlighted similarities with pensions disclosures,
thereby acknowledging that whilst the disclosure
requirements appear onerous, they could be justified.
Some amendments were proposed by the staff based
upon the knock-on impact of changes in the model
during the board’s deliberation process. For this
education session however, the staff focused on the
introduction of two additional disclosure
requirements, being:

 An insurer should disclose the amount of equity
that it holds to comply with regulatory
requirements. This amount should comprise the
equity required using regulatory measurement
requirements, together with the effect of
differences, if any, between those measurements
and the measurements made using IFRSs; and

 Insurers should disclose a reconciliation of the
aggregate carrying amount of the insurance
contract liabilities and assets, showing separately
the expected present value of fulfilment cash flows,
risk adjustment and residual margin.

Most of the members’ comments during the session
focused on the regulatory capital disclosure proposal.
The staff noted that the disclosure aims to explain
restrictions in access to capital at a group level.

One board member challenged the rationale of the
proposal and questioned whether this should form part
of an accounting standard. Another noted that there
would be different regulatory rules across the various
jurisdictions that the insurance group operated within
and therefore aggregating this information at the
group level would be meaningless. Another member
noted that regulators would not look at such
information on an aggregated basis. The staff
acknowledged that such a requirement would be on the
boundary of financial reporting, however this proposal
was based upon respondents’ comments and that many
insurers currently disclose this information in some
form. However, when, for example, disclosure of stress
testing was previously discussed by the board on
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another project, this proposal did not go ahead on the
basis that this would be challenging due to different
regulatory environments.

A number of further questions were raised by board
members such as how this would be presented when
regulatory capital was higher than IFRS equity and
how insurers would deal operationally with the time-
lag between the publication of the financial statements
and the filing of regulatory returns. Others challenged
why such disclosure should be made for insurers when
this has not been agreed for banking groups.

The staff summarised that there was general consensus
amongst members for the concept of such regulatory
capital disclosures. However based upon the level of
questioning during the educational session, they
acknowledged that further work was needed to be done
on this proposal and they would bring this back to the
board at a later date.

IASB only voting session

The staff summarised the suggested disclosures as
outlined above in the education session section but
reflected on the previous day’s discussion by noting

that if the board still has serious concerns on the
suggested disclosures relating to the regulatory capital
and its reconciliation to the IFRS capital it might take a
position that such disclosure should not be required as
part of the insurance project but should be explored in
a bigger project affecting all the industries.

The board expressed mixed views: some members who
were in favour of the staff’s proposal on requiring the
disclosure said that similar (although much less
detailed) disclosure is already required by IAS 1 so it
would just supplement that. Members who were
against it argued that the requirement is hard to
interpret in the case of groups having subsidiaries in
different jurisdictions.

At the end of the discussion 14 members supported the
disclosure package except for regulatory capital and its
reconciliation. In an additional vote the board rejected
that the staff should explore the suggested disclosure
relating to the regulatory capital in the insurance
project (only 7 members would have supported it).
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