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Since a variety of viewpoints are discussed at FASB and IASB meetings, and it is often difficult to 
characterize the FASB and IASB's tentative conclusions, these minutes may differ in some respects 
from the FASB actions published in the FASB's Action Alert and IASB Observer notes. In addition, 
tentative conclusions 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 an Exposure Draft 
or Standard. 

Highlights 

The IASB/FASB held a joint Board meeting on 19 January 2010 
where the measurement objective for insurance contracts, risk 
margins, policyholder behaviour and residual margins were 
discussed. The Board papers outlined a revised timetable which 
now proposes publishing the exposure draft in May 2010 with 
comments due in September 2010 and a final standard in June 
2011. The IASB and FASB staff is to discuss the way forward in 
order for the FASB to catch up on those insurance project topics 
which they have not yet debated in order to keep to the tight 
timetable for publishing the exposure draft. 

The Boards engaged in a significant amount of discussion on 
the building block approach. In particular, they debated whether 
options contained in insurance contracts should be measured 
using the building block approach or whether option pricing 
models should be used and whether measurement should be 
of the net rights and obligations. Both Boards voted in favour of 
a building block approach for measuring the net combination 
of rights and obligations of insurance contracts. 

During the Boards’ discussion on the measurement objective for 
insurance contracts Board members noted the importance of 
clearly articulating the objective of the measurement approach to 
limit the range of measurement outcomes in determining the risk 
margin. The staff will reword the measurement objective and 
discuss this at a future meeting. 

The IASB narrowly agreed with the staff recommendation that 
the risk adjustment (margin) should be the amount the insurer 
requires for bearing the uncertainty about the resources it will 
require to fulfil the (remaining) net obligation from an insurance 
contract. FASB members voted in favour of the recommendation. 
Both Boards supported the notion that the risk adjustment should 
be remeasured. 

The FASB voted against the recommendation that policyholder 
options be measured on a look through basis using the expected 
value of future cash flows related to the option. This is because 
the proposal means that no deposit floor would apply in the 
measurement. The FASB will debate this issue at a future FASB 
meeting. The IASB confirmed their previous tentative decision to 
measure on a look through basis with no deposit floor. 

The exposure draft will prescribe a basis to release the residual 
margin to profit and loss and staff will come back to the Boards 
with a proposal on a driver and the period of release at a future 
meeting. Both Boards agreed that changes in the expected 
present value of cash flows be recognised in the income statement 
immediately. 

Measurement objective 

The staff recommended to the Boards that an insurer should 
measure insurance contracts using a building block approach 
measuring the net combination of rights and obligations of 
insurance contracts rather than only the obligation. The staff also 
recommended that the resulting contract position be presented 
on a net basis. 

The measurement objective triggered significant discussion by 
FASB members surrounding whether renewal options in insurance 
contracts should be measured using option pricing model 
methodologies. This was as a result of Paper 6C which dealt with 
policyholder behaviour in which the staff proposed to the Boards 
that policyholder options and existing coverage related options, 
forwards, and guarantees should be included in the measurement 
of the insurance contract on a look through basis using the 
expected value of future cash flows (to the extent those options 
are within the boundary of the existing contract). 

One FASB member noted that, based on the fact that the staff 
recognised the possibility of measuring options in insurance 
contracts using probabilistic evaluation of future cash flows not 
dissimilar from the lattice approach of valuing options permitted by 
the boards for valuing employee stock options, he would no longer 
support the building blocks approach as agreed in the previous 
meeting. He would prefer the use of option pricing models for 
renewal options in insurance contracts. 

Some FASB members were not in favour of applying a risk margin 
when the objective for the risk margin was not clearly defined. 
This caused concern as to whether insurers would be able to 
manipulate the future reported earnings. Several Board members 
noted they would require significant guidance on margins to 
ensure appropriate discipline is applied in determining the value 
of the margin. 



One IASB member also mentioned his discomfort with an 
approach which gives insurers the opportunity to manipulate 
results in future reporting periods when there is no longer a 
reference to the transaction price for the specific policy. 

Sir David Tweedie indicated that he would struggle to see how you 
would measure the options in the contracts using an option pricing 
model. Another IASB member noted that an insurer had few rights 
under an insurance contract and he viewed the contract as an 
annual contract in year one with a number of options for the 
policyholder to take out insurance cover in future years. 

IASB and FASB members noted that insufficient information was 
presented to compare the measurement outcome for options in 
insurance contracts measured based on the buildings blocks 
approach and the lattice option pricing approach. A view was 
expressed by an IASB member that applying an option pricing 
model would be less judgemental than applying the building 
blocks approach. Another IASB member however noted that given 
the nature of the uncertainties in insurance contracts, significant 
judgements would also be required to utilise option pricing models 
and that the attempt to use option pricing models by insurers has 
not been successful due to the nature of insurance contracts. 

Peter Clarke warned of the impact it would have on the Insurance 
project should the FASB consider pursuing a path whereby option 
pricing models are used to measure options in insurance 
contracts. He noted that lattice models did not consider real world 
probabilities but use risk neutral probabilities. Conceptually the risk 
adjustment required in the buildings block approach would be no 
different to that required in applying option pricing models. 

One FASB member observed that the proposals in the staff paper 
would provide users of financial statements with very useful 
information on the amount, timing and uncertainty of future cash 
flows. He would support the net presentation with disclosure of 
gross numbers in the notes to the financial statements. 

An IASB member reinforced his view that an insurance contract 
did not create the right to future premiums but did create a 
customer relationship with the policyholder. Another IASB member 
noted that he liked using the option pricing model as it would 
eliminate the need to consider how to account for the customer 
relationship. 

An IASB member expressed his view that he supported the 
building blocks approach so that the Board could move forward to 
issue the exposure draft. He noted that the staff had explained at 
various previous board meetings why many of the concerns raised 
by the various Board members at today’s meeting could not be 
addressed. He acknowledged that the calculation of a risk margin 
is not perfect science but that it should be sufficient to state the 
objective of the risk margins given the objective to develop a 
principle based standard for insurance contracts. He noted that 
the imperfection in the risk margin measurement would be 
addressed through appropriate disclosure requirements about the 
risk margins. He noted the experience of market discipline in 

Australia around the measurement of margins. He questioned 
the IASB members’ concerns about applying a risk margin to a 
“risky” insurance contract but allowing its use in the IAS 37 
exposure draft. 

After the significant discussion 13 IASB Board members voted 
in favour of a building block approach for measuring the net 
combination of rights and obligations of insurance contracts. 
Three FASB members voted in favour and two against this 
approach. One of the FASB members voting against noted that he 
sees an insurance contract as two parts – a preclaims part and 
then a claims liability. An IASB member noted this view is difficult 
to apply to a 30 year life contract. 

The Board next discussed the staff’s amended proposed objective 
for the measurement of insurance contracts being “an entity’s 
current estimate of the present value of resources required to fulfil 
the net obligation created by the insurance contract.” The 
objective refers to value rather than cost to respond to a concern 
raised by Board members at the December meeting. 

One IASB member raised the concern that the definition is not 
clear at which rate you would discount to determine the present 
value. Other Board members however noted that in their view it 
was clear that, given that the measurement model includes an 
explicit risk adjustment, the discount rate would not include an 
allowance for risk and that if the risk adjustment covers all risks in 
the cash flows that a default risk free rate of return would be used. 

A FASB member noted that it is key to determine the objective for 
the measurement of the insurance contract. The board member 
expressed the view that if the objective of the measurement 
approach was narrower, then some of the risk margin 
methodologies noted in the staff paper would be disqualified. 

Another IASB member noted that the use of the word obligation 
implies that overall a contract can never be in a debit position. 

Some IASB Board members noted the apparent similarities 
between the proposed objective for insurance contracts and the 
wording in the IAS 37 exposure draft. One FASB member stated 
that the objective was not phrased well and that a layman could 
interpret “resources required” as a settlement amount. 

Sir David Tweedie concluded the discussion by indicating that 
both Boards agreed with the broad notion of the objective but the 
staff would reconsider the specific words. 

Risk Adjustment 

The staff recommended that the risk adjustment (risk margin) is the 
amount the insurer requires for bearing the uncertainty about the 
resources it will require to fulfil the (remaining) net obligation from 
insurance contracts. 



The FASB members noted their concern with how the risk 
adjustment was described referring back to previous comments in 
the meeting on the fact that an appropriate objective for the 
measurement of insurance contracts is required. 

Another IASB member noted that given the model does not 
follow an exit price notion that the wording as presented by the 
staff was appropriate. He also noted that he wasn’t sure whether 
you could define the risk margin more narrowly. He believes that 
appropriate disclosure will ensure that insurers apply the required 
rigor in determining risk margins. A FASB member agreed with this 
and noted that insurers should disclose the methods used to 
determine the risk margin with reference to the type of insurance 
contracts issued. 

An IASB member described the objective for the risk margin as 
the price at which an insurer/entity would be indifferent as to 
whether it keeps the insurance contract on its books or not. Other 
Board members noted their support for such a definition for the 
risk margin. 

One FASB member noted that the Boards should not dictate the 
method to determine the margin but expressed the concern that 
the guidance should not allow a full range of measurement 
methodologies. An IASB member noted that the methodologies 
listed to determine the risk margin is flexible. If the inputs are from 
the perspective of a market participant the output would be more 
akin to fair value whereas if the inputs are entity specific, the 
output generated would be an entity specific value even though 
the method used to determine the margin is the same. 

An IASB member noted that the less complex methods used to 
determine risk margins are the only ones that could be applied to 
all types of contracts. A FASB member noted that in his view the 
cost of capital approach might not be appropriate for determining 
the risk margin. He questioned whether they should dictate a 
methodology to be applied which may be different for different 
types of products. 

Peter Clarke noted that the Boards should be cognisant of the fact 
that the most significant part of the building blocks approach that 
impacts on subsequent measurement is the cash flows and not 
the risk margin. 

On the vote as to whether the Boards agree with the staff 
recommendation that the risk adjustment should be the amount 
the insurer requires for bearing the uncertainty about the resources 
it will require to fulfil the (remaining) net obligation from an 
insurance contract a narrow margin of 8 IASB members voted in 
favour of the recommendation. 3 FASB members voted in favour 
of the recommendation. On the question whether the risk 
adjustment should be remeasured, there was a clear majority in 
favour of this (IASB 11 and FASB 5). 

Policyholder behaviour 

The FASB next discussed policyholder behaviour given the extent 
of debate regarding options contain in insurance contracts earlier 
in the meeting. The IASB at a previous meeting had tentatively 
agreed with the staff recommendation. 

A FASB member noted that he agreed with the recommendation 
that policyholder options be measured on a look through basis 
using the expected value of future cash flows related to the option 
(to the extent they are within the boundary of the existing contract) 
as long as it was accompanied by appropriate disclosure. This 
proposal means no deposit floor would apply in the measurement. 
On an initial vote, 3 FASB Board members agreed with the 
proposal. However, one FASB member reversed his vote when he 
realised that the proposal would result in a policy with a cash 
surrender value potentially being measured at an amount less than 
the surrender value. The FASB therefore do not agree that there 
should not be a deposit floor in the measurement of an insurance 
contract. The FASB will debate the deposit floor again at a future 
FASB meeting. 

Sir David Tweedie took an IASB vote on the deposit floor which 
confirmed the previous decision that the building block approach 
would be applied on a look through basis and no deposit floor 
would apply (11 in favour). 

In a vote whether the Boards agree with the staff recommendation 
that expected cash flows from options, forwards, and guarantees 
not related to the contractual coverage in the insurance contract 
should be excluded from the expected insurance cash flows for 
that contract in measuring that contract 5 FASB members and a 
clear majority of the IASB members voted in favour of this 
recommendation. 

Residual margins 

Both Boards after a short discussion agreed with the staff 
recommendation that an entity should recognise a negative 
dayone difference in profit or loss. As a consequence, the residual 
margin cannot be negative at inception. It was clear from the 
discussion that the unit of account is an important issue which the 
staff will bring to a future Board meeting. 

The Boards had a lot of debate as to the basis and driver for 
release of the residual margin. One FASB member noted that 
based on the paper it seems that the release from risk was 
eliminated as a method to release the margin now that they have 
an explicit risk adjustment. He expressed his preference for the 
Exposure Draft to prescribe a method to release the margin. 
An IASB Board member noted that the residual margin is divorced 
from risk in the contract and hence release from risk should not be 
the driver to release the margin. 



The Boards raised the concern that if an insurer was allowed to 
“select” a driver for the release of the risk margin that they would 
be able to determine the pattern of profit release under insurance 
contracts. It was noted that the residual margin represents 
deferred income and that the method to release this to profit and 
loss should not be overengineered. 

It was noted that the elements contained in the residual margin 
were potentially profits (which could be a significant element), 
compensation for acquisition costs incurred as well as errors in 
pricing for the risk in the contract. Some Board members 
expressed the view that an arbitrary basis such as straightline 
amortisation would be acceptable. Others expressed the view that 
if the residual margin is seen as a shock absorber (a plug) then 
recognising this sooner should be acceptable. 

The FASB unanimously voted against and only one IASB member 
voted in favour of the proposal that the release of the residual 
margin to income should be based on the characteristics of that 
margin by selecting a driver for release that best depicts 
performance under the contract. It was agreed that the IASB will 
prescribe a basis to release the residual margin to profit and loss 
and staff will come back to the Boards with a proposal on the 
driver and the period of release at a future meeting. 

The Boards had a fairly short discussion on the treatment of 
changes in the present value of cash flows. Many Board members 
expressed the view that based on the previous decisions of the 
Boards, that changes in the expected present value of cash flows 
be recognised in the income statement immediately (View A in the 
observer paper). Two IASB members noted that if the residual 
margin is seen as deferred revenue it is appropriate to adjust it for 
changes in estimates. Another IASB member noted that this 
approach would be the same as using revenue recognition with a 
liability adequacy test. Another IASB member noted that View B 
would allow companies to manage earnings. 9 IASB and 4 FASB 
members voted in favour of view A, to take all changes 
immediately to the income statement. 
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