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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,

summaries may differ in some respects from the actions published in the
FASB's Action Alert and IASB Observer notes. In addition,
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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Permission to ballot Exposure Draft

Introduction

The staff asked the IASB for permission to ballot a
targeted revised ED on accounting for insurance
contracts. The staff asked whether any IASB member
intends to dissent to the publication of the revised ED.

The staff suggested a comment period of 120 days to
give constituents sufficient time to assess the
implications of the new proposals, as they are expected
to have wide-ranging implications. The staff also
intends to conduct a programme of outreach during
the comment period, including fieldwork.

IASB education session

The staff provided the IASB with a comprehensive
overview of the following key steps in the insurance
contracts project in order for the IASB to decide on the
balloting of a targeted revised ED on accounting for
insurance contracts:

 A summary of the Board’s proposed model for
accounting for insurance contracts.

 A comparison of the IASB’s tentative decisions
to the comment letter summary describing the
ways in which the IASB has addressed major
comments from respondents on the 2010 ED.

 A summary of comment letters on the 2010 ED
presented in the January 2011 meeting, which
also evaluates the IASB’s decisions against the
axioms and assumptions discussed in the
February 2011 meeting.

The staff illustrated the key features of the insurance
contracts proposal and how these are addressed by the
IASB in a slide deck. The staff also explained the
information the proposed model will communicate to
users and the expected impact on the financial
statements.

One member expressed concerns on the inconsistency
between the treatment of changes in estimates for the
cash flows and similar changes related to the risk
adjustment. The changes in cash flows related to future
services are absorbed by the residual margin, whereas
the changes in quantity and price of uncertainty (i.e.,
changes in the risk adjustment) are recognised
immediately in profit or loss. The staff responded that

absorbing the changes in the quantity and price of
uncertainty in the residual margin would lead to
additional complexity, for example, trying to
distinguish between past and future services.

Some members asked the staff to clarify that one of the
key features of an insurance contract is the existence of
significant insurance risk and some members asked the
staff to make clear in the presentation which
movements are recognised in OCI.

IASB meeting

The IASB unanimously agreed to give the staff
permission to ballot a targeted revised ED on
accounting for insurance contracts for which the
comment period will be 120 days.

One member intends to dissent because he does not
agree with the use of OCI for insurance contracts.
Another member expressed his concerns on the
presentation in the statement of comprehensive
income. However, the need for a standard on
accounting for insurance contracts outweighed his
concern.

A number of members asked questions about the ED
and the next steps. In response to these questions, the
staff provided the responses noted below:

 The questions in the ED will focus on the five
key areas (participating contracts, presentation
in the statement of comprehensive income,
unearned profits (residual margin), discount
rate changes in OCI and transition) that have
been significantly changed and discussed in
previous meetings. However, the issuance of
the ED will allow commentators to consider
how the different elements of the standard
come together.

 One of the questions in the ED will be on the
use of OCI for changes in discount rates and
whether this should be optional or mandatory.
The staff will also address their motivation for
the mandatory use of OCI in the basis for
conclusions.

 The staff aims to include in its outreach, those
territories that did not have the opportunity to
be involved in the outreach on the 2010 ED.
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 The FASB and IASB currently do not have a
plan for joint outreach; hence, territories
might have to comment on the FASB model
separately from the IASB model.

 The IASB expects to issue its ED in the second
quarter of 2013. The FASB also intends to
issue its comprehensive ED in the second
quarter. The FASB ED will also have a 120-day
comment period. It will include an overview of
changes compared to current U.S. GAAP
requirements.

 The IASB staff plans to analyse the comment
letters and present the results to the board by
the end of 2013, after which the IASB would
start its re-deliberations, with the goal of
issuing a final standard in 2014.

Transition for contracts acquired in a
business combination

Introduction

At the January meeting, the staff had presented the
board with a proposal for applying the transition
requirements of the proposed ED to business
combinations that was not accepted by the board. At
this meeting, the staff revised its recommendation to
state that in applying the transition requirements for
insurance contracts, an insurer should account for the
in-force contracts that were previously acquired
through a business combination using:

 The date of the business combination as the
date of inception of those contracts.

 The fair value of those contracts at the date of
the business combination as the premium
received.

In addition, as a second issue, the staff proposed to the
IASB that when a business combination has occurred
before transition, any transition adjustments relating
to the business combination should be taken against
retained earnings and not to goodwill.

IASB meeting

The IASB unanimously agreed with the staff proposal
on the first issue. One member asked whether an
insurer could use the fair value risk adjustment at the
acquisition date rather than the practical expedient
proposed by the staff for determining the risk
adjustment described at the previous meeting. He
argued that the fair value risk adjustment would be
closer to the “real” risk adjustment that would be
determined under the building block approach. The
staff responded that companies are allowed to
determine the residual margin under a full
retrospective approach (i.e., using the “real” risk
adjustment) as long as they use objective information.
The staff will clarify this in the drafting of the ED.

On the question of how to account for any adjustments
on transition, the staff did not see a valid reason to
apply a different approach for insurance contracts
acquired in a business combination. Therefore, the
staff recommended that when an insurer first applies
the forthcoming insurance contracts standard to
insurance contracts previously acquired through a
business combination, any adjustments should be
adjusted against retained earnings rather than
goodwill. This effectively means that in the event the
fair value allocated to insurance contracts is less than
the building block approach value, the difference
would be charged to retained earnings rather than
added to goodwill.

One member asked if the measurement period for
goodwill still applies in accordance with IFRS 3:
Business Combinations. The staff responded that the
transition requirements for insurance contracts
acquired in a business combination do not aim at
giving an exception to the IFRS 3 requirements. The
staff will clarify this in the drafting of the ED.

In a vote, the IASB unanimously agreed with the staff
proposal to recognise the adjustments in retained
earnings, rather than goodwill.
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