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ISAB/FASB Board Meeting 
Insurance Contracts 

 
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.   

 

Highlights 

The IASB and FASB held a joint Board 
meeting on 11 May 2011 where they 
discussed the measurement of 
policyholder participation contracts.   The 
IASB agreed with the staff proposals, 
which represented a change from the 
IASB Exposure Draft ("ED") and FASB 
Discussion Paper ("DP"), to measure the 
participation feature in insurance 
contracts on the same basis as the 
measurement of the underlying items in 
which the policyholder participates (e.g., 
amortized cost).   However, the FASB 
favoured an approach of measuring the 
liability at the current value of the 
contractual obligation to the policyholder 
and would consider adjusting the 
measurement of the assets the 
policyholder participates in to fair value 
to better match the liability 
measurement.  The Boards will discuss at 
a future meeting whether the expected 
cash flows should include those generated 
by existing contracts but are expected to 
be paid to future policyholders. 

On 12 May, an IASB only meeting was 
held where the Board had an educational 
session, discussing the ways that 
accounting mismatches between assets 
held to back insurance contract liabilities 
and the related insurance liabilities could 
be alleviated through presentation, either 
through disaggregation in the income 
statement or using other comprehensive 
income (OCI) for changes in the 
insurance contract liability arising from 
changes in the discount rate.  In addition, 
the Board reaffirmed that it would not 
reopen IFRS 9 at this time to reconsider 
the accounting for financial instrument 
assets generally, and voted not to 
introduce new requirements specifically 
for assets held to back insurance contract 
liabilities. 
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Measurement of policyholder participation 

The staff introduced the discussion noting that the 
proposal refers to a subset of participating contracts and 
that it is not intended to cover universal life contracts 
which will be discussed at a later meeting. The staff 
recommended that the fulfilment cash flows include the 
cash flows expected to result from the policyholder 
participation on the same basis as the measurement of 
the underlying items the policyholder participates in. 
This could be assets and liabilities, the performance of 
an underlying pool of insurance contracts or the 
performance of the entity.  

They proposed that the measurement of the 
participating contract should also reflect the asymmetric 
risk sharing between the insurer and the policyholder in 
the contractually linked items that exists because of 
minimum return guarantees. The staff proposed that the 
presentation of the changes in the insurance contract 
liability in the statement of comprehensive income 
should be consistent with the presentation of the 
changes in the linked items (i.e. profit or loss, or other 
comprehensive income). Finally the staff proposed that 
the same measurement approach should apply to unit-
linked and participating contracts and consequently they 
proposed that the Boards should not proceed with the 
proposals in the IASB’s exposure draft (ED) for 
consequential amendments relating to treasury shares 
and owner occupied property held in unit-linked funds. 

 A FASB member observed that the above proposal 
would also apply where only some of the benefits paid to 
the policyholder contractually depend on the 
performance of assets held by the insurer, liabilities of 
the insurer, a pool of insurance contracts of the insurer 
or even the entire performance of the insurer and noted 
that this would result in the mixed measurement of the 
two different components. He indicated that he would 
want to unbundle the two different components, valuing 
the participating feature with reference to the 
underlying assets etc. and the insurance element with 
reference to the building blocks model. 

Many FASB members observed that the liability should 
be measured at a current value of the contractual 
obligation to the policyholder and questioned why the 
asset value would be an appropriate proxy for this 
amount. If measuring the liability at a current value gave 
rise to an accounting mismatch due to the asset being 
measured at cost, they believe it would be more 
appropriate for the insurer to apply fair value 
measurement to the assets to reduce this mismatch. The 
staff noted that in order to eliminate all accounting 
mismatches, insurers would have to follow a full fair 
value approach for the entire balance sheet and this was 
not considered practical.  

There was much debate on what values are used to 
determine the contractual policy benefits to 
policyholders. It was noted that some jurisdictions use 
book values that could include assets measured at 
amortised cost, others use statutory values and others 
could use fair value. A FASB member observed that he 
could accept using book values if assets are typically 
disposed of in order to pay the policy benefits (in which 
case a gain would be recognised on disposal 
simultaneous to recognising it as an obligation to the 
policyholder) but he noted that this does not happen in 
practice (for example owner occupied property) and 
therefore he would require the liability to be measured 
at a current value. 

The staff clarified that the proposal related to the 
participating element in the contract. They noted that a 
typical participating contract includes a guaranteed 
amount, an implicit put option and the participation 
element. The guaranteed amount and the implicit put-
option are measured using the building blocks model 
and only the participating element would be measured 
using the proposals in the staff paper. If the 
participation element was based on assets that are 
measured at fair value, the measurement would not be 
problematic but given current accounting rules, for 
example deferred tax, not all assets can be measured at 
fair value and therefore measuring some assets at fair 
value will not eliminate all the accounting mismatches. 
The staff also noted that the default treatment in IFRS 9 
would require amortised cost measurement for some 
debt securities. Measuring the liability at a current value 
(and not with reference to the value of the backing 
assets) would force the insurers to use the fair value 
option to avoid accounting mismatches. 

An IASB member observed that he  preferred the IASB 
ED proposal of measuring the obligation to the 
policyholder at a current value but indicated that he 
could  accept the proposal due to the accounting 
mismatch that the ED proposal creates when the 
policyholders contractually share in, for example, the 
performance of the insurer. However, he would support 
keeping the ED proposal to allow the fair value option 
for treasury shares and owner occupied properties. He 
also noted that if the staff proposal is accepted, the 
Boards should require disclosure of the insurer’s 
obligation to pay policy benefits based on the value of 
those assets. Disclosing the fair value of the assets 
without explaining to users that the insurer has the 
obligation to pass that value on to policyholders would 
be misleading. 

Another IASB member noted that the proposal was not a 
substantial departure from the building blocks model. 
She noted that the proposal would require the same cash 
flows to be included in the building blocks model but it 
only changes the value attributed to these cash flows. 



PwC IASB/FASB Board meeting – Insurance contracts 

 3 

She preferred this approach above the ED proposal of 
allowing the fair value option for some items.   

An IASB member raised a concern that if the payout to 
the policyholder is based on the fair value of owner 
occupied property that was accounted for at cost, a loss 
would be recognised when the policy benefits are paid. It 
was noted that the issue does not arise if the asset is 
liquidated at the same time the policy benefits are paid 
but as owner occupied property is not usually disposed 
of, a mismatch would arise. 

Other IASB members supported the staff’s proposals 
noting that it was a solution that measured the liability 
commensurate with the value of the assets as this is the 
contractual relationship. The Board members noted that 
they would be requesting input from the Insurance 
Working Group at their meeting next week. 

Another IASB member noted his support for the ED 
proposals indicating that the fair value option would be 
available to reduce the accounting mismatches. He 
cautioned that the staff was working too hard at 
eliminating accounting mismatches. 

A FASB member questioned whether the objective 
should be to measure the liability appropriately (at a 
current value) or to measure equity correctly (by 
eliminating all the accounting mismatches as proposed 
by the staff). He noted that equity is the residual of 
assets less liability and hence he would focus on the 
appropriate measurement of the liability based on the 
current value of the contractual benefits due to the 
policyholder. He noted that if the policyholder benefits 
are based on a statutory value, it is impossible to 
eliminate all the mismatches between the backing assets 
and the liabilities. 

The staff alluded to the accounting principle in IFRS 3 
relating to indemnification assets which their proposal is 
based on.  Under IFRS 3, indemnification assets are 
recognised and measured on the same basis as the 
underlying liability thereby eliminating any accounting 
mismatch. 

In a vote, all the FASB members rejected the proposals 
to recognise and measure the participation feature in 
insurance contracts on the same basis as the backing 
assets. Nine of the 14 IASB members voted in favour of 
the staff proposals (with one abstention).  

The IASB chair noted that the main purpose of the staff 
proposal was to eliminate the accounting mismatch and 
asked the FASB how they envisaged addressing the 
mismatch that arises. The FASB noted that they would 
consider adjusting the value of the backing assets to 
reflect the measure of the liability.   The staff noted that 

their proposal is just the converse of the current 
treatment for indemnification assets.   

Reducing accounting mismatches in profit or 
loss through presentation 

The staff presented a paper for discussion purposes only, 
with formal discussion expected later in May after the 
insurance working group meeting.  The staff proposal is 
that an insurer be permitted to present in OCI the 
difference between the insurance contract liability 
determined using the current discount rate and the 
liability determined using the original discount rate at 
inception.  This option would only be permitted if it 
would eliminate or substantially reduce an accounting 
mismatch. 

Several Board members stated their disagreement with 
the staff proposal to permit OCI treatment.  One Board 
member noted that during redeliberations the Board has 
already dealt with volatility concerns raised by 
constituents for example, by clarifying the discount rate 
and with the most recent decision on participating 
contracts.  He noted that the Board has said in a number 
of instances that OCI is not an appropriate treatment for 
many transactions, including derivatives, and he did not 
believe it appropriate for insurance contracts.  Several 
others agreed, while one disagreed, noting that the 
discounting impact of pension liabilities, a similar 
situation in his view, is in OCI. 

Several other Board members also disagreed with the 
staff proposal, with one noting that an insurer could use 
the fair value option for assets to reduce mismatches.  
Several noted that if users see a need to separate 
volatility, this could be achieved through disaggregated 
presentation within the income statement.  One noted 
that under the staff proposal the equity number would 
be meaningless, and that a better solution would be a 
"current-current" approach (assets marked to fair value 
and insurance liabilities marked to current building 
block value  through the income statement).  

Several Board members supported the staff treatment to 
permit OCI treatment for changes in the insurance 
liability caused by discount rate changes.  One noted 
that a significant change in a long tail insurance liability 
in a particular quarter caused merely by a change in 
interest rates was not good predictive information for 
users.  Another reiterated that OCI is used elsewhere in 
the accounting guidance and should be used here as a 
means to settle the debate about volatility, which hasn't 
been solved to date through measurement principles. 

The staff also provided background to the Board on 
related issues that would need to be addressed if OCI 
treatment were permitted.  One issue is whether an 
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insurer should be permitted to present in OCI rather 
than in income the changes in the time value and 
intrinsic value of embedded interest rate guarantees that 
are out of the money at inception if it elects to use OCI to 
present interest rate changes in the insurance liability.  
A Board member questioned whether this would be 
consistent given that the option would be an economic 
mismatch rather than an accounting mismatch, to which 
the staff responded that rationale would be that the 
options would follow the treatment of the insurance 
liability to which the option was attached.   

Another issue is whether an onerous contract test 
needed to be applied, i.e., should an insurer unlock the 
discount rate used to determine interest expense in the 
income statement if it appears unlikely that the assets 
backing the insurance contract will provide returns 
sufficient to support the liability?  On this latter issue, 
there was some support expressed for such a test, due to 
the linkage between the assets and the insurance 
liabilities. However, the staff noted that similar linkage 
(i.e., asset/liability duration matching) could be said to 
exist for other financial institutions that record financial 
liabilities at amortized cost, and yet there is no onerous 
contract test applied. 

Assets backing insurance contract liabilities 

The staff paper prepared for this discussion described 
concerns raised by some constituents about income 
statement volatility that could arise when financial 
assets held to back insurance liabilities are measured at 
fair value through profit and loss, even when the related 
insurance liabilities are measured at current value 
through profit and loss.  For example, for changes in 
credit risk on the invested assets, there would be no 
offsetting changes in credit risk on the insurance 
contract liability because credit risk is not a component 
of the proposed liability measurement.   

The staff noted that some constituents had requested 
that IFRS 9 be reopened to reintroduce the notion of 
available for sale financial assets with changes in fair 
value recorded in OCI.  Another proposal was to develop 
specific requirements only for insurance contracts, 
whereby  fair value gains and losses on assets backing 
insurance contracts would be excluded from IFRS 9 
presentation requirements and instead recorded in OCI 
(along with related market movements in insurance 
contract liabilities). 

The Board reaffirmed that it would not reopen IFRS 9 at 
this time to reconsider the accounting for financial 
instrument assets generally, and voted not to introduce 
new requirements specifically for assets held to back 
insurance contract liabilities.  A Board members did 
note, however, that if the Board ultimately decided to 
permit OCI treatment for changes in the insurance 
liability arising from changes in the discount rate,  it 
would make sense at that point to reconsider whether 
OCI should be used for the assets as well (for all 
industries, not just insurance contracts). 

Various Board members described their rationale for 
rejecting these proposals, which included the recent 
issue of  IFRS 9 which eliminated the OCI classification 
for debt instruments in an attempt to reduce complexity, 
the fact that many jurisdictions were already applying 
the new IFRS 9 guidance, the difficulty in identifying the 
specific assets backing insurance contracts that would be 
eligible for an insurance specific application, and the 
impression that would be created that special treatment 
was being granted to a particular industry.   

  

 

 

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the 
information contained in this publication without obtaining specific professional advice. 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 LLP, its members, 
employees and agents 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.  

© 2011 PwC. All rights reserved. Not for further distribution without the permission of PwC. “PwC” refers to the network of member firms of 
PricewaterhouseCoopers International Limited (PwCIL), or as the context requires, individual member firms of the PwC network. Each member firm is a 
separate legal entity and does not act as agent of PwCIL or any other member firm. PwCIL does not provide any services to clients.  PwCIL is not responsible 
or liable for the acts or omissions of any of its member firms nor can it control the exercise of their professional judgment or bind them in any way. No member 
firm is responsible or liable for the acts or omissions of any other member firm nor can it control the exercise of another member firm’s professional judgment 
or bind another member firm or PwCIL in any way. ML1-2011-05-05-1425-SM 


