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IASB meeting on 18 November 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

The IASB met on 18 November 2015 to compare
the general model and the variable fee approach
and decided to keep the differences in the models
requiring recognition of changes in financial
guarantees in the contractual service margin
(CSM) under the variable fee approach and in the
statement of comprehensive income (SCI) under
the general model. In addition, accretion of
interest on the CSM would use current rates
under the variable fee approach and locked-in
rates under the general model.

The IASB also voted to permit the valuation of
certain assets underlying contracts with direct
participation features at fair value, and to apply
simplified transition rules for measuring the
CSM for contracts following the variable fee
approach. The Board also decided that the option
to recognise changes in the value of a hedged
guarantee embedded in an insurance contract in
profit or loss under the variable fee approach
should be applied prospectively from the date of
application of the new insurance contracts
standard (the ‘Standard’).

The Staff expect to ask the IASB to review the
due process steps undertaken in developing the
Standard at its January 2016 meeting. The Board
is expected to consider the mandatory effective
date of the Standard when the publication date is
more certain.

Comparison of the general model and
the variable fee approach

The Staff compared the general model and the
variable fee approach and concluded that the
models produce the same measurement results
in all respects except for recognition of
embedded financial guarantees and interest
accretion on the CSM.

Recognition of embedded financial
guarantees

12 out of 14 IASB members voted in favour of
keeping the variable fee approach in line with
previous decisions so that changes in the
fulfilment value of financial guarantees adjust
the CSM rather than being recognised in SCI.

One Board member expressed his support for a
single model in the Standard to make the
measurement results for different contracts more
understandable and comparable. The other
Board member indicated that there should be a
single model for all participating contracts. Both
members agreed that changes in guarantees
should be recognised in SCI.

Other Board members expressed support for the
Staff’s recommendation to retain the two
different methods for recognizing changes in
financial guarantees in the Standard based on the
following:

 Previous decisions on the variable fee
approach were based on a certain line of
thinking and certain arguments about the
nature of direct participating contracts and
the Board members are not ready to deviate
from that in favour of a single model;

 Prior decisions of the IASB were based on the
deemed inability of insurers to separate
fulfilment cash flows relating to the
guarantees and the IASB does not have
additional arguments to require insurers to
separate those cash flows;

 If a guarantee is recognised in SCI, additional
modifications would be required for the
previous decision on the current period book
yield approach for presentation of a subset of
direct participating contracts; and
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 Currently the IASB does not have any
alternative solution to the variable fee
approach and the general model and
reconsideration of the two would require
significant time.

Locked-in rates for accretion of
interest on CSM in the general model

10 out of 14 IASB members voted in favour of
keeping the locked-in rates for accretion of
interest on the CSM under the general model.

The Staff argued that using a current rate for the
CSM in the general model would add substantial
complexity, including the need to calculate a
retrospective “catch up” adjustment when rates
change. The Staff and various Board members
also pointed out that the CSM represents the
measurement of future profits at contract
inception which is then rolled forward with
interest to future periods. It is part of an
unearned revenue obligation. This is different
from the fulfilment obligation, which is a
remeasurement each period of future expected
cash flows. Locked-in rates are in line with the
requirements of IFRS 15 Revenue on significant
financing components for non-insurance service
contracts.

Board members supporting the use of current
rates for the CSM argued that keeping track of
locked-in rates if insurers decide to remeasure
fulfilment cash flows at current rates through
profit or loss is an unjustified burden for
insurers. One Board member supporting current
rates suggested that selection of locked-in or
current rate should be an accounting policy
choice. However, another argued that an option
to use a current rate would impair comparability
of liability measurement in the statement of
financial position.

One Board member expressed his support for a
single model and for an option to measure all
insurance liabilities based on current
assumptions, arguing that the measurement
results using a current rate for fulfilment cash
flows but locked-in rate for the CSM would be
difficult to interpret.

Discretion in participating contracts
under the general model

The Board decided at previous meetings that
changes in estimates of cash outflows that arise
as a consequence of changes in market variables

(for example changes in interest rates and asset
gains or losses) and the corresponding change in
discount rates, would be recognised in the SCI.
In contrast, changes in estimates that arise as a
result of changes in the application of discretion,
such as changes in the participation percentage
for policyholder crediting, affect the
consideration the entity will receive from the
contract and adjust the CSM. At the November
meeting the Board discussed how to clarify what
constitutes this discretion.

7 out of 14 IASB members voted in favour of the
Staff proposal that under the general model the
effect of discretion is the change in expected
discretionary cash flows other than that which
offsets the effect of a change in market
conditions. The IASB asked the Staff to prepare
additional analysis on the discretion in
participating contracts so that the IASB can
make a final decision.

A few Board members instead supported the
view that in an indirect participating contract,
the insurer promises to pay a return based on
assets of the insurer less a specified spread, or
the guaranteed return if higher. Usually this is in
line with the risk management policies of
insurers either internally or imposed by a
regulator. This view is also generally in line with
the expected measurement of the fulfilment cash
flows as they would depend of the performance
of the underlying assets. Under this view,
crediting a return based on assets held, even if
those returns differed from current market
returns, would not be considered as a change
caused by discretion. However, some noted that
the flaw in this argument is that the assets are
not contractually specified.

One Board member questioned the proposed
treatment of discretion as a requirement in the
Standard and suggested instead to provide it as
an example or clarification in the Basis for
Conclusion. A few Board members supported the
view not to introduce new requirements in the
Standard, because the effect of the requirement
cannot be tested with sufficient confidence using
the overly simplified example in the Staff paper.
There may be unintended consequences arising
from the insufficiently investigated effect of the
Staff proposal.

A few Board members who supported the
recommendation of the Staff to use market
conditions rather than assets held as the base for
comparison noted that, because under the terms
of indirect participating contracts insurers are
not required to hold items which drive the
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performance of liabilities, assets and liabilities
would perform differently in many
circumstances. One Board member commented
that an asset-based treatment is not in line with
the requirement to use a liability-based rate for
measurement of liabilities for indirect
participating contracts. If there was a contractual
link between insurance liabilities and underlying
assets, the contract would fall under the variable
fee approach.

Measurement exception for
underlying items in contracts with
direct participation features

There are existing exceptions in current IFRS, as
well as proposed exceptions in the 2013
insurance ED, that permit an entity to measure
investment properties, investments in associates,
owner occupied property, own debt, and own
shares at fair value through profit or loss when
those assets support unit-linked contracts. These
exceptions are intended to address accounting
mismatches between the obligation and the
related assets. The issue is whether those
exceptions should be extended to apply to assets
underlying contracts with direct participation
features.

All Board members voted in favour of an
extension of the exceptions noted above to all
direct participating contracts. The exceptions
would permit measurement of certain assets
underlying contracts with direct participation
features at fair value through profit or loss.

During the discussion, the IASB clarified that
owner occupied property can be fair valued only
if the entire asset is specified as an underlying
item of the direct participating contract. The
IASB agreed that the matter will be clarified in
drafting the Standard.

Simplified transitional requirements
for CSM under variable fee approach

All Board members voted in favour of a Staff
proposal to measure the CSM at the date of
initial application of the Standard as (i) the fair
value of insurer’s share in returns from the
underlying items (ii) less the current estimate of
the remaining net cost of fulfilling the contract
and (iii) less the accumulated fee for service
provided in past periods (i.e. prior periods’ CSM
recognition). This latter amount would be
determined by comparing the remaining
coverage period with the total coverage period.

CSM for comparative periods should be based on
the straight line allocation of the CSM at the date
of initial application between prior and future
periods.

One Board member noted that although he
agreed with the objective of the Staff’s
recommendation, distributions to shareholders
of the insurer’s share of returns would also affect
measurement of the liabilities. He suggested
considering this when the Staff draft the
Standard.

Transitional requirements for the
optional recognition of changes in the
value of a guarantee in profit or loss

As a measure to avoid accounting mismatches
arising from the use of the variable fee approach
combined with hedging activities, the Board
voted previously to allow entities to recognise in
profit or loss, rather than as an adjustment to
CSM, changes in the value of hedged guarantees
embedded in the insurance contracts, if certain
eligibility criteria are met. The current issue is
how to apply this exception on transition.

13 out of 14 IASB members voted in favour of the
Staff proposal that an entity should apply the
option to recognise changes in the value of the
guarantee embedded in the insurance contract in
profit or loss prospectively from the date of
initial application of the Standard.

Two Board members did not support the Staff
recommendation because entities could have
economic hedging in place before application of
the Standard and thus should be permitted to use
the exception prior to the initial application date.

A few Board members who supported the Staff
recommendation noted that they based their
decision on the following:

 Applying the exception before the date of
initial application is not in line with similar
decision on hedge accounting for IFRS 9
Financial Instruments where hedging
relations can be designated prospectively
from the date of initial application.

 While insurers may have entered into an
economic hedge prior to the Standard’s initial
application date, choosing to apply the
exception before the date of initial application
would require a retrospective accounting
decision and thus would allow earnings
management because insurers would already
know the results of transactions.
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