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IASB education session on 19 March 2015 

Since a variety of viewpoints are discussed at IASB meetings, and it is often difficult to characterise 
the IASB's tentative conclusions, these summaries may differ in some respects from the actions 
published in the IASB Observer notes. In addition, tentative conclusions may be changed or modified 
at future IASB meetings. Decisions of the IASB become final only after completion of a formal ballot 
to issue a final standard. 

Highlights 

At this education session the IASB continued its 
discussions on participating contracts and 
specifically discussed whether the contractual 
service margin (‘CSM’) should be adjusted for the 
insurer’s share of investment returns, scope, how 
interest expense should be recognised and how 
the CSM should be allocated in profit or loss. The 
Board did not make any decisions. 

The Board discussed two potentially different 
views of participating contracts which would 
have different accounting ramifications.  One 
approach views the insurer’s share in investment 
returns on underlying items as a variable fee for 
service, which would require adaptations to the 
general model. The insurer’s share in investment 
returns on underlying items would be recognised 
against the CSM, which is closer to the CFO 
Forum’s alternative proposal that was discussed 
in November 2014. The alternative would be the 
general model. 

The staff proposed specific criteria that would 
need to be met for the ‘variable fee’ approach, 
which are less restrictive than those previously 
proposed.  These include a requirement that the 
policyholder participates in a clearly identified 
pool of underlying items, the entity expects that a 
substantial proportion of cash flows from the 
contract will vary with changes in underlying 
items, and the policyholders will receive an 
amount representing a substantial share of the 
returns from underlying items.  

The staff noted that unit-linked, index-linked, 
Continental European 90/10 and UK with profits 
contracts are likely to be in scope. However, 
most, but not all, universal life contracts would 
not qualify for the approach. 

The staff proposed a ‘current period book yield 
approach’ for a limited subset of participating 
contracts meeting specified criteria. Under this 
approach, interest expense on the insurance 
contract liability should be an equal and opposite 
amount to the investment income on the 
underlying items that is reported in profit or loss. 
Any difference between the interest expense 
reported in profit or loss and the movement due 
to discounting using a current rate would be 
recognised in OCI.  The staff paper described this 
approach as similar in objective but different in 
mechanics from the industry’s ‘current portfolio 
book yield’ proposal.  Other participating 
contracts would employ an effective yield 
method. 

The Board also discussed how the CSM for 
participating contracts should be recognised in 
profit or loss. The least complex and subjective 
approach would be to recognise the CSM for all 
insurance contracts on the basis of the passage of 
time. This view was challenged by some Board 
members as some believe that a predominant 
driver for services should be identified. 
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Background 

Participating contracts often provide a 
mechanism of sharing investment returns on 
underlying items between the policyholder and 
the insurer. The staff put two views on the table 
on how to view the insurer’s interest in the 
underlying investment returns. The two views 
result in different accounting outcomes, making 
this a critical decision in the participating 
contract model. 
 
The first view is that the interest in the 
underlying investment returns is a share of 
economic returns from the underlying items, 
which would be similar to applying the general 
model for non-participating contracts. Under 
this proposal the financial statements will reflect 
a net investment return even if the returns on the 
assets that the insurer actually holds exactly 
match the returns on the underlying items. 
 
The alternative view is that that the insurer’s 
interest in the underlying investment returns is a 
variable fee for service. Proponents of this view 
believe that all variable returns belong to the 
policyholder and an investment return should 
only be reported if an entity holds assets that do 
not match the returns promised to the 
policyholder. The policyholder pays the fee 
(including the cost of providing guarantees) by 
foregoing part of the proceeds on the underlying 
items. This view would require adaptations to the 
general model to accommodate the specific 
features of participating contracts including the 
variable fee. 
 
Several Board members requested clarification 
on how minimum guarantees are part of the 
variable fee for service. The staff explained that it 
is difficult to separate the guarantee as it is 
interrelated with the investment returns and the 
valuation methodologies for embedded 
guarantees vary. Another board member noted 
that actuaries have said in the past that the 
guarantee could be measured separately. The 
staff agreed this would be possible, but 
questioned what the remaining value would 
represent after the guarantee is taken out. 
 
The Board continued the discussion based on the 
assumption that the insurer’s share of 
investment returns is a variable fee for service. 
 

Scope 

The staff proposed that only participating 
contracts with the following characteristics 
should be in scope of the ‘variable fee for service’ 
model: 

a) The contract specifies that the policyholder 
participates in a clearly identified pool of 
underlying items. 

b) The entity expects that a substantial 
proportion of cash flows from the contract 
will vary with changes in underlying items. 

c) The entity expects the policyholder to receive 
an amount representing a substantial share 
of the returns from underlying items. In 
other words, the fee charged by the entity 
should not be a substantial portion of the 
returns. 

 
The staff noted that unit-linked, index-linked, 
Continental European 90/10 and UK with profits 
contracts are likely to be in scope. However, 
most, but not all, universal life contracts would 
not likely qualify for the approach. For these 
contracts the general model would apply with 
likely an effective yield approach for presentation 
of interest expense in profit or loss.  
 
The staff’s proposal is more restrictive than the 
CFO Forum’s proposal that was presented to the 
Board in November 2014. The model proposed 
by the staff would exclude contracts for which the 
obligation to the policyholder is not based on a 
clearly identified pool of underlying items.  
 
Several questions were raised by Board members 
with the staff’s proposed criteria.  These 
included: 
 

 how to determine whether the contract 
specifies a clearly  identified pool of 
underlying items; 

 

 what is meant by ’substantial’; and 
 

 how the variable fee model works where the 
underlying assets are not held by the insurer. 

 
The staff noted that this pool of underlying items 
should be clearly specified either in the contract 
or otherwise (e.g., in regulation) such that it is 
legally enforceable.  With regard to defining 
‘substantial’, the staff noted that it was not their 
original intent to do so, but will consider whether 
additional guidance is needed after one Board 
member suggested that it should be clarified, and 
mentioned a potential threshold of 80%. 
 
Some Board members requested clarification on 
how the variable fee model works when the 
insurer does not actually hold the underlying 
items. The staff noted that in such cases, the 
difference in returns between the assets actually 
held and the underlying items would be taken to 
profit and loss rather than affecting the CSM.   
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Accounting for CSM and OCI 

Balance sheet measurement including CSM 
 
The consequences of viewing the insurer’s 
interest in the underlying investment returns as a 
variable fee would be that the changes in the 
estimate of the variable fee would be accounted 
for in a way consistent with the changes in 
estimate relating to future service. Accordingly, 
such changes in estimates would be adjusted 
against the CSM so that they would be recognised 
in future periods, rather than in the period in 
which they occur. As a consequence, this 
approach would mean that changes in the value 
of any options or guarantees in the contract 
would be adjusted against the CSM. 
 
A number of Board members saw the benefits of 
the model and noted this was closer to the model 
proposed by the CFO Forum. However, one 
Board member pointed out that the model 
proposed by the staff does not show the volatility 
from economic mismatches, such as a minimum 
interest guarantee, which would be offset against 
the CSM rather recognised in profit or loss.  
 
In addition, a counter-intuitive result would be 
that entities that hedge this exposure will get an 
accounting mismatch as the changes in 
derivatives are recognised in profit or loss, 
whereas changes in the minimum interest 
guarantee would be recognised against the CSM. 
It was suggested that perhaps a solution 
involving hedge accounting could be developed 
for this situation. However, restrictions around 
this solution would be necessary.  
 
The Board briefly discussed that the model 
presented by the staff would also imply that the 
discount rates used to determine the present 
value of the adjustment to the CSM would be 
current discount rates. This is different from 
previous discussions on the general model where 
the IASB supported the use of locked-in rates. 
Similarly, the measurement of the obligation 
already implicitly incorporates accretion of 
interest on the CSM using current rates, rather 
than locked-in rates. Some Board members 
asked the staff whether this could also be applied 
to non-participating contracts, which the staff 
will consider further. 
 
One Board member discussed another argument 
to support recognising a guarantee against the 
CSM. He analogised to a construction contract 
with a performance guarantee under IFRS 15 and 
stated that providing a guarantee on such a 
contract could be seen as a cost of doing 

business, which would effectively be taken 
against the margin of the construction contract.  
 
Interest expense in the income statement 
 
Although not discussed in detail at the meeting, 
the staff paper described various interest expense 
proposals which the Board will consider at a 
future meeting.  These included both a ’current 
period book yield approach’ and an effective yield 
approach. 
 
Where the insurer’s obligation is to pay the 
policyholder an amount equal to the value of the 
underlying items less a variable fee for service, 
and the entity holds the underlying items, the 
staff proposes that a ‘current period book yield 
approach’ be used.  Under this approach, the 
interest expense should exactly match the 
investment income that arises from the 
underlying items reported in profit or loss. Any 
difference between the interest expense reported 
in profit or loss and the movement due to 
discounting using a current rate would be 
recognised in OCI.  
 
One Board member asked whether interest 
expense was the right terminology as the 
mirroring of investment returns could also result 
in a gain. Some suggested using terminology like 
‘liability change’ or ‘investment expense’. 
 
In situations involving participating contracts 
where the strict criteria noted above are not 
present (e.g., where the underlying items are not 
held by the insurer), an effective yield approach 
would be required. The Board is expected to 
discuss further the alternative variations of an 
effective yield approach, which could include 
both a traditional level yield approach and a 
‘projected crediting’ variation which was 
previously discussed at the September 2014 
Board meeting. 
 
Reassessment of eligibility criteria 
 
This topic was not discussed during the meeting, 
but the staff proposed in their staff paper that 
there would be no requirement for an entity to 
reassess after initial recognition whether the 
eligibility criteria still apply. This is consistent 
with the 2013 exposure draft. 
 
However, the staff believes that an entity should 
be required to discontinue the current period 
book yield approach and instead apply the 
effective yield approach if the entity no longer 
holds the underlying items. 
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Recognition of CSM in profit or loss 

The principle for CSM recognition is that the 
CSM should be recognised in profit and loss in a 
systematic manner that reflects the transfer of 
services.  In the general model for non-
participating contracts, the Board has decided 
that the main service is insurance coverage, 
which is provided on the basis of the passage of 
time and varies with the expected number of 
contracts in force.   
 
For participating contracts, in addition to 
insurance coverage, many believe that 
investment-related services are also a large 
component of the services provided. The 
question arises as to what the pattern of delivery 
of these services is and hence how the CSM 
should be released in profit or loss for 
participating contracts, given that there is 
potentially more than one service. 
 
It was observed that any allocation approach is 
arbitrary, but that the simplest and most 
objective approach would be based on the 
passage of time. The chair noted that this 
approach has the advantage of avoiding potential 
earnings management. Another option would be 
to allocate based on the predominant service, 
which might be investment-related services, 
potentially arguing for allocation based on the 
amount of assets under management.     
 
One Board member noted that a disadvantage of 
the simple passage of time approach is that it 
could result in overstatement of fees earned in 
the early years of the contract, as it would portray 
the entity performing an equivalent amount of 
service each period, even though assets under 
management increase over time. He was 
uncomfortable with recognising investment 
management fees in advance of when they are 
collected, and in advance of when an investment 
manager would typically record its fee given the 

IFRS 15 constraint on recognising variable 
consideration that is not highly probable. He 
would lean towards a predominant service 
approach. 
 
Other members, however, believe that the 
services provided are similar in each period and 
did not seem to take issue with a passage of time 
approach, noting that even with increasing 
account balances, the amount of insurance 
coverage provided is the same each period. The 
fact that the exposure for the insurer in monetary 
terms could be different each period does not 
mean that the insurer does not provide the same 
coverage in those periods. 
 
The staff noted the difficulties in assessing the 
predominant service provided under 
participating contracts as this may vary over the 
life of the contract. For example, a contract may 
have significant asset management services 
during the accumulation phase of the contract, 
but upon annuitisation the principal service 
would be insurance coverage. 
 
One Board member noted that a wide variety of 
amortisation patterns for the CSM would not be 
a bad thing as it reflects the economics of these 
contracts. Another board member believes that 
the simplicity of a passage of time or straight-line 
method is not the right motivation for not 
identifying the appropriate pattern of services. 
Others challenged him and asked how to allocate 
the CSM to insurance coverage (passage of time) 
and managing the assets (assets under 
management). 
 
The staff noted that the unit of account for 
participating contracts will be re-debated at a 
future meeting. In addition, the staff intends to 
present a comprehensive paper at a future 
meeting to assess the decisions on the 
participating contracts for the general model.
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Contact us: 
 
If you would like to discuss any of the issues raised in these minutes, please call or contact Gail Tucker 
or Mary Saslow or speak with your usual contact at PwC. 
 
Gail Tucker (UK) 
Partner 
Phone: +44 (0) 117 923 4230 
Email: gail.tucker@uk.pwc.com 
 
Mary Saslow (US) 
Managing Director 
Phone: +1 (860) 241-7013 
Email: mary.saslow@us.pwc.com 
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