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Highlights 

The IASB and FASB held an additional joint Board meeting on 
5 January 2010 to discuss the topics that there had not been time 
to discuss in the December meeting. The three topics discussed 
were unbundling, presentation of the performance statement and 
the treatment of embedded derivatives within insurance contracts. 

On unbundling the IASB voted 11 in favour and 4 against the staff 
recommendation that unbundling of a component of an insurance 
contract for recognition and measurement should be required if 
that component is not interdependent with other components. 
The IASB also voted 13 in favour and two against the staff 
recommendation that where unbundling is not required it should 
be prohibited 

The FASB’s vote was 3 against and 2 in favour of the staff 
recommendation to unbundle a component if that component is 
not interdependent with other components. Given this difference 
with the IASB the staff will continue to discuss this matter with the 
FASB. However, the FASB members all agreed with the second 
staff recommendation that in cases where unbundling is not 
required it should be prohibited. 

When discussing the performance statement presentation, a 
majority (13) of the IASB and all the FASB Board members agreed 
with basing revenue on an earned rather than a written basis. 
The majority of Board members appeared to favour some sort of 
margin or fee presentation but some did not want to exclude using 
a written premium approach. 

In respect of the discussion around embedded derivatives half 
of the IASB Board members supported measuring derivatives 
consistent with the proposed measurement model for the 
insurance host contract and half supported measuring embedded 
derivatives at fair value using the existing guidance on when to 
bifurcate. The FASB did not vote on this as they wanted to 
understand further the interaction with the unbundling proposals. 

Unbundling 

There was some initial confusion about how the staff 
recommendations in the paper on unbundling tied into their 
proposals on accounting for embedded derivatives and the 
performance statement presentation. The Boards were asked to 
focus initially on the first paper which was just considering 
unbundling for recognition and measurement purposes. The staff 
recommended that there should be a requirement to unbundle 
the components of an insurance contracts if they are not 
interdependent (i.e. the cash flows from one component do not 
affect the cash flows from any of the other components). 

The staff noted that in his view very little would be unbundled 
and this would really be an antiabuse measure to separate out 
two separate things being bundled together. Some Board 
members noted that they believe there will be unbundling in more 
circumstances. It was noted that the Boards will specifically 
discuss universal life products at a future meeting, but one Board 
member was surprised when the staff noted that there should not 
be unbundling of universal life contracts, given that is currently 
done under FAS 97. 

One IASB Board member disagreed with the recommendation 
as he is concerned that it will be too easy to transform a financial 
instrument into an insurance contract and result in a different 
measurement model. One IASB Board member noted the 
importance of having a model to understand the economics of the 
business and separating out components may reflect a level of 
precision that is not there and also not help in this understanding. 
One IASB Board member expressed concern that the policyholder 
to a contract may effectively have to unbundle but it was noted 
that policyholder accounting will probably be discussed at the full 
January Board meeting. 

On the vote 11 IASB Board members voted in favour of (4 against) 
the staff’s recommendation to require unbundling of the 
component of a contract for recognition and measurement if that 
component is not interdependent with other components of the 
contract. The FASB voted 2 in favour and 3 against this 
recommendation. 



The FASB Board members against the proposals noted that they 
were not yet ready to embrace interdependency as being the key 
deciding factor and are concerned that if there is a significant 
deposit component this should be separated out in the income 
statement and the balance sheet. 

All the FASB Board members and 13 of IASB Board members 
voted in favour (2 IASB voted against) the recommendation to 
prohibit unbundling where it is not required. 

The staff also recommended prohibiting an insurer from 
unbundling the deposit component for presentation in the 
performance statement if unbundling of that component is not 
required for recognition and measurement. There was a confused 
discussion around this question and the interaction with the 
subsequent paper. The IASB staff indicated they really wanted to 
ensure consistency between the measurement and presentation, 
but it was agreed to consider further as part of the presentation 
discussion. 

Presentation of the performance statement 

The staff recommended that revenue should be on an earned 
basis rather than a written basis. One FASB Board member noted 
that he was not sure what “earned” means and they had moved 
away from this terminology in the revenue recognition project. 
However 13 of the IASB Board members and all the FASB 
Board members voted in favour of using an earned rather than 
a written basis. 

The staff then recommended that an insurer should not report 
as revenue the part of the premium that does not closely relate to 
the insurance coverage and other services provided under the 
contract (i.e. the insurer should not report as revenue the premium 
that relates to expected future repayments to the same 
policyholders). There was some confusion as to the relationship 
between “closely related” and “interdependent” that had been 
used in the unbundling discussions. One FASB member used the 
example of a term life policy with a fixed annual premium and 
asked whether a different proportion of the premium would be 
recognised as revenue each year, depending on his age. 

The IASB staff drew attention to the four different presentations 
of a simple example given in the appendix to the staff paper – 
written premium, earned premium, unbundled (fee), summarised 
margin and expanded margin presentation. The staff thought that 
the first two should be excluded and were still considering the 
latter three examples. He expressed his concern that in the 
expanded margin approach the revenue line is a balancing item 
which he is investigating further. It was also noted that the IASB 
had previously concluded that an unearned premium approach 
should be required for measuring short duration contracts and 
it was not clear how this would fit in with a fee or margin 
presentation. In passing several IASB Board members noted their 
concern that an unearned premium approach should be permitted 
rather than required. 

A number of IASB Board members agreed with the staff proposals 
but others thought that an earned premium approach should be 
considered further for some contracts. Some thought that the 
unbundling they were considering in this presentation paper was 
different from unbundling for measurement and the staff should 
distinguish between the two. 

The staff asked for comments on the alternative presentation 
models or for other alternatives. A number of Board members 
noted that it is important to be able to analyse the drivers of the 
business from the income statement, such as seeing the 
underwriting result separate from investment activities. One Board 
member also noted that he liked the fact that experience variances 
and changes in adjustments were separately disclosed in the latter 
three models. 

Several Boards noted that if a written premium presentation was 
not used they would want this information disclosed in the notes. 

One IASB Board member requested that the staff come back to 
the Boards with a definitive recommendation as soon as possible 
as not much progress had been made in this area. One FASB 
member noted that she was not sure that one presentation model 
will fit all insurance contracts. One of IASB Board members noted 
that the key question is what do we mean by a deposit 
component? The IASB staff illustrated this with an example of two 
insurers one issuing car policies to 1,000 individuals and another 
issuing one policy to a company with a 1,000 employees with the 
same underlying risk coverage. He is concerned that the deposit 
component for the contracts could be different in the two 
examples. 

Embedded derivatives 

The majority of the staff recommended measuring embedded 
derivatives in insurance contracts consistent with the proposed 
measurement used for the insurance host contract but a minority 
supported measuring all embedded derivatives at fair value using 
existing guidance on when to bifurcate. 

Some IASB members would prefer to unbundle “noninsurance” 
derivatives but to use the insurance contract model for derivatives 
that met the definition of an insurance contract. Another IASB 
Board member expressed concern as to how the margin would be 
measured on these derivatives if they are not unbundled. The IASB 
staff noted that given the current model for insurance contracts he 
did not think there would be a materially different answer by 
bifurcating and fair valuing the derivatives. Another Board member 
noted that they should be consistent with the decision on 
unbundling so if the derivatives are stand alone and not 
interdependent they should be at fair value. 



The IASB staff noted that if they required bifurcation they would 
propose using the existing guidance. One FASB Board member 
noted that current US literature on embedded derivatives was an 
afterthought with a lot of exemptions and so should not be used 
as a starting point and she supported the staff’s proposal given 
that the insurance model would require any market data to be 
taken into account. 

One IASB Board member noted that if an insurer hedged its 
exposure then not fair valuing the embedded derivatives could 
give rise to a mismatch. The IASB staff noted that in this situation 
a replicating portfolio approach could be used. 

One IASB Board member expressed concern that if embedded 
derivatives within insurance contracts are not measured at fair 
value this will lead to pressure in other projects. A number of Board 
members asked to see a flow chart of how all the proposals 
around unbundling and embedded derivatives would fit together. 

Another IASB Board member expressed concern that IFRS 9 no 
longer bifurcates embedded derivatives and so it seems odd to 
include this within the insurance contracts project. However, he 
expressed concern that an insurance contract could be bundled 
with say a CDS and thus avoid fair valuing the CDS and so he 
would support measuring derivatives at fair value. 

When the vote was taken by IASB 7 were in favour of measuring 
derivatives at fair value using existing guidance on when to 
bifurcate and 7 were in favour of the majority staff view to measure 
embedded derivatives consistent with the measurement model for 
the insurance host contract. One Board member had left the 
meeting and so did not vote. 

The FASB did not take a formal vote on the issue as a number of 
the Board members had concern with a proposal that would imply 
never bifurcating and measuring embedded derivatives at fair 
value. They wanted to understand further the interaction of the 
interdependence criteria and unbundling with this 
recommendation. 

PricewaterhouseCoopers (www.pwc.com) provides industryfocused assurance, tax and advisory services to build public trust and enhance value for our clients and their stakeholders. More than 
163,000 people in 151 countries across our network share their thinking, experience and solutions to develop fresh perspectives and practical advice. 

This paper is produced by experts in their particular field at PricewaterhouseCoopers, to review important issues affecting the financial services industry. It has been prepared for general guidance on 
matters of interest only, and is not intended to provide specific advice on any matter, nor is it intended to be comprehensive. 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 firms 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. If specific advice is required, 
or if you wish to receive further information on any matters referred to in this paper, please speak with your usual contact at PricewaterhouseCoopers. 

For further information on insurance, please contact Rebecca Pratley, marketing leader, Global Insurance, PricewaterhouseCoopers (UK) on 44 20 7804 3749 or at rebecca.j.pratley@uk.pwc.com 

© 2010 PricewaterhouseCoopers. All rights reserved. PricewaterhouseCoopers refers to the network of member firms of PricewaterhouseCoopers International Limited, each of which is a separate and 
independent legal entity. 


