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 IASB meeting on 22 June 2016 
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 the June 2016 meeting the IASB voted on a 
number of sweep issues relating to the proposed 
insurance contracts standard (the ‘draft 
Standard’). 

The IASB decided to amend the objective of 
measurement of the contractual service margin 
(CSM) from measuring individual contracts to 
measuring a group of contracts and clarified the 
definition of profitability used as a parameter for 
the level of aggregation.  

The IASB decided to add guidance on how to 
distinguish between experience adjustments that 
are recorded immediately in profit or loss and 
changes in estimate of fulfilment cash flows that 
adjust the CSM. 

The IASB agreed to make some changes to the 
presentation and disclosure of insurance finance 
income and expenses and decided that the 
variable fee approach should not be applied to 
reinsurance contracts. 

The Standard is currently being drafted and is 
expected to be issued around the end of 2016. As 
the next step the Staff expects to discuss 
application of selected sections of the draft 
Standard with selected external parties. In the 
third quarter of 2016 the Staff expect to bring to 
the Board other sweep issues as well as address 
the mandatory effective date of the Standard. 

Level of aggregation  

11 out of 14 Board members voted in favour of 
amending the earlier tentative decisions about the 
objective of measurement of the CSM from 
measuring individual contracts to measuring a 
group of contracts.  

 

 

The grouping for measuring the CSM should be 
the same as the one for the onerous contracts test. 
The grouping should combine contracts that at 
inception have cash flows that the entity expects 
will respond in similar ways to changes in key 
assumptions in terms of amount and timing and 
similar expected profitability. When allocating the 
CSM of the group to profit of loss an entity should 
reflect the size and duration of contracts 
remaining at the end of the period.  

The definition of “profitability” of the contracts 
was revised to be CSM compared to total expected 
revenue rather than premiums, with an allowed 
practical expedient to use premiums instead of 
revenue. This change was made to acknowledge 
the fact that technically, similar profitability 
should exclude the investment component of 
premiums, although practically, it would be 
difficult to do so.  

The Staff explained that the decision to revise the 
objective of the CSM as representing the profit for 
the future services to be provided for a group of 
contracts rather than an individual contract was 
based on its analysis performed with a simple 
example. The analysis demonstrated that 
accounting for a group of homogeneous contracts 
on an individual basis does not produce 
meaningful results because at the inception, 
assumptions are made for that homogenous group 
of contracts and cannot be traced to the individual 
contracts on a reasonable basis. The Board 
members agreed, commenting that the revised 
objective would result in the outcome the IASB 
originally intended.  

Some Board members commented that although 
they thought that the revised objective was 
heading in the right direction, it still may result in 
excessively large numbers of groups. One Board 
member commented that the requirement for 
similar key risk drivers and similar profitability as 
well as the definition of profitability is too 
prescriptive, not consistent with principle-based 
standards, and that the objective of the CSM 
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measurement could be achieved with less 
groupings than the guidance would impose.   

Another Board member commented that the Staff 
recommendation would result in artificial 
disaggregation and suggested considering the way 
insurers manage their business to determine the 
level of aggregation, given that pooling of 
individual insurance contracts into groups is the 
core principle of insurance business. Another 
Board member questioned whether the required 
levels of CSM grouping is sufficiently operational 
(i.e. how expensive will it be to prepare and audit 
the related information) and whether excessively 
large numbers of groups resulting from the 
recommendation would be in line with the IASB’s 
intention. He suggested that this should be 
considered in drafting.  

In the paper on the level of aggregation the Staff 
analysed the possibility of adding new insurance 
contracts into existing groups of contracts and 
suggested that contracts could be added only if 
their expected cash flows and profitability are the 
same as those of the group at the date when the 
contract is added. The Staff paper explained that 
new contracts will often not meet the criteria for 
joining the existing group because either 
profitability of the new contracts or the way the 
key assumptions affect expected cash flows of the 
new contracts will not be the same as those of the 
existing group.  

One Board member added that, due to the 
requirement to calculate the CSM using a locked 
in discount rate determined “at inception,” this 
would also preclude the concept of an open 
portfolio. That is, a new group would be required 
whenever interest rates change.   

Although the IASB did not vote on this issue, 
Board members did not object to the Staff’s 
analysis or the observation by the Board member.  

Distinguishing changes in fulfilment 
cash flows between those relating to 
current and future periods 

12 out of 14 Board members voted in favour of 
additional guidance on how to distinguish 
between experience adjustments and changes in 
estimates of fulfilment cash flows that are 
recorded immediately in profit or loss.   

The IASB agreed that changes in estimates of 
incurred claims represent experience adjustments 
and should be recorded in profit or loss. The issue 
arises when an event in one period is mitigated by 
a consequential event in the future (for example, 
when the estimated timing of an insurance loss 

changes from the current period to a future 
period). The IASB discussed whether in those 
circumstances, the effect of the two events should 
be netted, and if so whether they should be 
recognised as an adjustment to CSM, or 
alternatively, recognised as an experience 
adjustment through profit and loss. 
 
Some Board members indicated that the wording 
proposed by the Staff needs clarification and 
suggested that they would like to review it again 
before they come to a final conclusion. 

Changes in risk adjustment and 
presentation and disclosure of finance 
income and expense 

All Board members voted in favour of the 
clarification that entities need not disaggregate 
changes in the risk adjustment into the 
underwriting and finance components. The 
decision should be made as part of an accounting 
policy choice and disclosed accordingly.  

All Board members voted in favour of amending 
the objective of disaggregating finance income or 
expense between profit or loss and OCI from a 
“cost basis” for amounts recognised in profit or 
loss to the requirement to systematically allocate 
income or expense in profit or loss over the life of 
the contract. The systematic allocation should be 
based on the characteristics of the contract and 
should result in the amounts in OCI totalling zero 
over the life of the contract. If the effect from 
changes in financial assumptions is not 
substantive (for example, a traditional fixed life 
insurance contract), the discount rate at inception 
should be used. Otherwise (for example, a 
universal life contract), a systematic allocation 
could be determined in different ways.  Examples 
include (1) using a constant rate or, (2) for 
contracts that use a crediting rate to determine the 
amounts due to the policyholder, using an 
allocation that is based on the amounts credited to 
the policyholder in the period and expected to be 
credited in future periods.   

13 out 14 Board members voted in favour of the 
recommendation to remove the requirement to 
disclose the breakdown of total insurance finance 
income or expense between income or expense 
accreted using locked-in rates and current rates 
and replace it with qualitative disclosures about 
the relationship between insurance finance 
income or expense and investment returns from 
assets and methods used to calculate insurance 
finance income or expense. 
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Reinsurance contracts and the scope 
of the variable fee approach 

All Board members voted in favour of not 
applying the variable fee approach to the 
reinsurance contracts issued or held.  

The variable fee approach was intended only for 
such transactions that create an obligation to 
transfer the value of the underlying items to 
policyholders, less a variable fee for services. 
Without an explicit exception, many reinsurance 
contracts would likely have met the scope of the 
variable fee approach, which was not the Board’s 
intention.  

 

 

 
 
 
 

Contact us: 
 
If you would like to discuss any of the issues raised in this summary, please call or contact Gail Tucker 
or Romina Soler or speak with your usual contact at PwC.  
 
 
 

Gail Tucker (PwC UK) 
Partner 
Phone: +44 (0) 207 212 3867 
Email: gail.tucker@uk.pwc.com 

Romina Soler (PwC Malta) 
Partner 
Phone: (+356) 2564 7191 
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