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IASB meeting on 22 July 2014 

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 

The Board continued its discussions on 
insurance contracts with participating features. 
In June 2014 the Board discussed the direction 
for the decisions if it would decide to apply the 
book yield approach for presentation of interest 
expense in profit or loss for contracts with a 
participating feature. This month the Board 
discussed the effective interest rate method, 
which could be an alternative to the book yield 
approach. 

The Board decided to explore an approach in 
which the discount rate for the presentation of 
interest expense in profit or loss should be reset 
for all the cash flows in the contract when the 
cash flows that vary with underlying items are a 
substantial proportion of the total benefits to the 
policyholder over the life of the contract. 
 
The Board will also explore whether the effective  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

interest rate method can be applied to insurance 
contracts without a participating feature. 
 
With regard to contracts without a participating 
feature, the Board decided to retain the proposal 
in the 2013 exposure draft (‘ED’) to apply the 
discount rate that applied at initial recognition of 
an insurance contract for the accretion of interest 
on the contractual service margin and calculation 
of amounts that offset that margin. Although 
some Board members favoured an accounting 
policy choice between the locked-in rate and the 
current rate, the Board rejected this proposal 
suggested by several Board members.  
 
On the accounting policy choice to recognise 
changes in discount rate in either profit or loss or 
other comprehensive income, the Board decided 
that a change in this account policy should be 
recognised according to the requirements in IAS 
8 for accounting policy changes, without any 
modifications. This means that such a change 
will need to be applied retrospectively. 
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Contracts with participating features 

The IASB continued, in an education session, the 
discussion of the issues relating to contracts with 
participating features by exploring an effective 
yield approach for determining the interest 
expense presented in profit or loss. The Board 
was not asked for any decisions. 
 
The IASB has yet to decide whether an entity 
should be permitted or required to present part 
of the changes in value in an insurance contract 
with a participating feature in other 
comprehensive income (‘OCI’). However, the 
staff believed that this decision will rely on an 
understanding of the mechanics for determining 
the amounts that are recognised in profit or loss 
and OCI. 
 
The IASB is exploring two approaches for 
determining the amounts in profit or loss and 
OCI. Both approaches would not affect the 
measurement of the insurance contract on the 
balance sheet, but only the presentation in the 
statement of comprehensive income. 
 
The first method was discussed at the June 2014 
meeting and represented a form of the book yield 
approach for determining the interest expense 
that would be recognised in profit or loss. At this 
meeting, the IASB explored a second approach 
for determining interest expense, based on an 
effective interest rate. The staff expected that the 
approach described in this paper could be 
applied to all contracts with participating 
features, including those that would not meet the 
criteria for the book yield approach. 
 
The staff proposed and the Board agreed to 
explore an approach in which the discount rate 
for the presentation of interest expense in profit 
or loss should be reset for all the cash flows in the 
contract when the cash flows that vary with 
underlying items are a substantial proportion of 
the total benefits to the policyholder over the life 
of the contract. 
 
Such a rate should be reset whenever there are 
changes in estimates of investment returns that 
result in changes in the amounts paid to 
policyholders (i.e. cash flows that vary with 
returns on underlying items). This would be 
instead of the 2013 ED proposal to split the cash 
flows and apply applicable discount rates for the 
presentation of interest expense in profit or loss. 
 
In this approach, the discount rate used for the 
presentation of interest expense in profit or loss 
should be determined using an approach similar 
to the effective interest rate method. This would 

be instead of the 2013 ED proposal to lock in the 
yield curve. 
 
If an effective interest rate method is applied for 
all insurance contracts with a participating 
feature, the question arises whether this 
approach should also be extended to insurance 
contracts without such a feature. The IASB asked 
the staff to explore an approach similar to the 
effective interest rate method for determining 
interest expense for contracts with no 
participating features. However, the Board 
believed that the decisions on contracts with a 
participating feature should be made first before 
assessing any adaptations for contracts without a 
participating feature. 
 
One member suggested comparing the book yield 
approach and effective interest rate method in 
more detail before a decision can be made at a 
future meeting on how interest expense should 
be determined. Another member emphasised 
that realistic scenarios should be taken into 
account by the staff in this analysis. 
 
One member suggested clarifying the scope of 
the effective interest rate method. The staff noted 
that a substantial proportion of total benefits 
refers to all cash flows, for example death 
benefits, would be included in the substantial 
proportion test, not just the investment 
component.  
 
Another member did not understand why a 
reference was made to a substantial proportion. 
The greater the participation the more the 
effective interest rate is affected by resetting the 
rate. For example, for insurance contracts 
without a participating feature, there is no 
underlying item and the rate does not have to be 
reset, whereas in contracts with a participation 
feature the rate would be reset. The staff clarified 
that the rate will be reset for all cash flows in a 
contract and not just those related to underlying 
items.  
 
Another member noted that the effective interest 
rate method is only beneficial to those contracts 
where the cash flows that vary with underlying 
items are a substantial proportion of the total 
benefits. Entities issuing insurance contracts 
with cash flows that vary with underlying items 
that are less than a substantial proportion of total 
benefits would apply the locked-in rate, which 
might be even less attractive than splitting the 
cash flows and applying different rates to those 
cash flows. 
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Accretion of interest and calculation 
of amounts that offset the CSM for 
non-participating contracts 

Staff proposals and IASB votes 

The 2013 ED required accretion of interest on the 
CSM at the locked-in rate determined at initial 
recognition. The calculation of the present value 
of cash flows that offset (unlocks) the CSM is also 
based on this rate. The accretion of interest was 
not one of the five key areas for re-exposure. 
However, because the IASB allowed an 
accounting policy choice for the recognition of 
changes in discount rates in OCI or profit or loss, 
the use of locked-in rates was challenged for the 
CSM for entities that would apply the profit or 
loss accounting policy choice to cash flows. 
 
However, in this meeting, the staff recommended 
to confirm the proposal in the 2013 ED for 
contracts without participating features and 
require the use of the locked-in rate at initial 
recognition of the contract for accreting interest 
on the CSM and for calculating the change in the 
present value of expected cash flows that offsets 
that margin. In a vote, 9 out of 14 IASB members 
agreed with the staff proposal. 
 
Detailed discussion 

One member asked how the decision on 
accretion of interest on the CSM affects contracts 
with a participating feature. The staff responded 
that the decision for contracts without a 
participating feature is separate from the 
decisions on contracts with a participating 
feature, but the interaction will be assessed at a 
future meeting. 
 
Some members were, for cost-benefit reasons, 
sympathetic to an accounting policy choice 
between a locked-in and a current rate for 
accretion of interest on the CSM linked to the 
accounting policy choice to recognise changes in 
discount rates in OCI or profit or loss relating to 
cash flow estimates. The staff responded that 
using a current rate, rather than a locked-in rate, 
for accreting interest and unlocking the CSM 
would cause differences in the amount of the 
CSM at the end of each reporting period and 
consequently the amount of the insurance 
contract liability (asset) in the balance sheet. The 
amounts recognised as underwriting (operating) 
and investment result in each period and 
cumulatively would also be different. However, 
the cumulative amounts recognised in total 
comprehensive income over the contract term 
would be the same. 

Another member preferred the current rate, 
because the administrative burden to use a 
locked in rate for entities that choose to 
recognise changes in discount rates in profit or 
loss is significant. In addition, a locked in rate 
could lead to counter-intuitive results in 
movements between the insurance liability and 
the CSM. In the outreach to investors this was 
difficult to explain.  
 
The staff noted that the CSM is an amount 
determined at inception as the residual of future 
cash inflows and outflows. Unlike future 
estimated cash flows, it is not re-measured each 
period, but merely allocated over time.  This 
complicates which rate should be applied to the 
CSM. One member questioned why interest 
should be accreted on this balance at all. Another 
member responded that the CSM is still a present 
value amount. The services are provided over 
time, so consistent with IFRS 15 interest should 
be accreted on such an amount. 
 

Change in accounting policy for 
recognition of discount rate changes 

Staff proposals and IASB votes 

The IASB decided in the March 2014 meeting 
that an entity has an accounting policy choice to 
present the effect of changes in discount rates in 
profit or loss or in OCI for all contracts within a 
portfolio, subject to developing guidance that 
would provide rigour about when entities could 
change accounting policies based on the 
requirements for changing accounting policies in 
IAS 8.  
 
The staff recommended that an entity should 
apply the requirements in IAS 8 to changes in 
accounting policy relating to the presentation of 
the effect of changes in discount rates, without 
any need for modification of additional 
interpretation of IAS 8 guidance. In a vote, 10 
out of 12 IASB members agreed with the staff 
proposal. 
 
Detailed discussion 

One member disagreed with the staff proposal, 
noting that if there is a change in underlying 
assets, this may be a reason to change the 
accounting policy. Retrospective application 
would not provide good information in this case. 
 
The staff disagreed as such changes in underlying 
assets arise gradually over time and therefore 
such a concern would be unfounded.  

 



www.pwc.com/insurance 

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, PwC does 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.  

© 2014 PwC. All rights reserved. PwC refers to the PwC network and/or one or more of its member firms, each of which is a separate 
legal entity. Please see www.pwc.com/structure for further details.  

140123-080210-BO-OS 

 

 

 

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 
Partner 
Phone: +44 (0) 117 923 4230 
Email: gail.tucker@uk.pwc.com 
 
Mary Saslow 
Managing Director 
Phone: +1 (860) 241-7013 
Email: mary.saslow@us.pwc.com 
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