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IASB meeting on 17 June 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 IASB confirmed the principle that the 
discount rates used to adjust the cash flows in an 
insurance contract for the time value of money 
should be consistent with observable current 
market prices for instruments with cash flows 
whose characteristics are consistent with those of 
the insurance contract.  
 
As a change to the 2013 Exposure Draft (‘ED’), 
the IASB tentatively decided that an entity 
should recognise in profit or loss any changes in 
estimates of cash flows for a reinsurance contract 
where these arise as a result of changes in 
estimates of cash flows for an underlying direct 
insurance contract that are recognised 
immediately in profit or loss.  
 
The IASB clarified that the objective of the 
proposed insurance contracts standard is to 
provide principles for the measurement of an 
individual insurance contract, but that in 
applying the standard an entity could aggregate 
insurance contracts provided that it meets that 
objective. The IASB agreed to change the 
definition of a portfolio of insurance contracts to: 
“insurance contracts that provide coverage for 
similar risks and are managed together as a 
single pool”. 
 
With regards to the recent IASB tentative 
decision to allow an accounting policy choice for 
recognition of changes in discount rates, the 
IASB clarified that, in accordance with IAS 8, an 
entity should select and apply its accounting 
policies consistently for similar contracts, 
considering the portfolio in which the contract is 
included and the related assets that the entity 
holds. 
 
 
 
 
 

The Board also continued its discussions on  
participating contracts. No decisions were made 
on whether the CSM should be unlocked for the 
insurer’s share or the acceptance of the ‘book 
yield’ approach. The Board was clear that this 
month’s meeting was only to provide the staff 
with direction for the mechanics of a potential 
model. This model would then be used to support 
future conceptual discussions and potential 
decisions at Board meetings in the upcoming 
months. 
 
The IASB tentatively decided that if it were to 
require an entity to adjust the CSM for the 
insurer’s share of the underlying items on the 
grounds that the insurer’s share represents an 
implicit management fee, an implicit asset 
management fee should be considered to exist 
only when the returns to be passed to the 
policyholder arise from the underlying items the 
entity holds, there is a minimum amount (either 
fixed or determinable) that the entity must retain 
and the policyholder will receive a substantial 
share of the total return on underlying items. 
 
The IASB also tentatively decided that if it were 
to require an entity to apply a book yield 
approach for determining interest expense 
presented in profit or loss, this approach should 
be considered appropriate only when the returns 
passed to the policyholder arise from the 
underlying items the entity holds and the 
policyholder will receive a substantial share of 
the total return on underlying items. 
  

 

Insurance alert 



www.pwc.com/insurance 

Page 2 of 6 

 

Determining discount rates when 
there is lack of observable data 

Staff proposals and IASB votes 

The staff proposed providing additional guidance 
that, in determining discount rates to reflect the 
time value of money, an entity should use 
judgment to ensure that appropriate adjustments 
are made to observable inputs to accommodate 
any differences between observed transactions 
and the insurance contracts being measured.  In 
addition entities should develop any 
unobservable inputs using the best information 
available, while remaining consistent with the 
objective of reflecting how market participants 
assess those inputs. Accordingly any 
unobservable inputs should not contradict 
available and relevant market data. 
 
In a vote, all 16 IASB members confirmed the 
principle that the discount rates used to adjust 
the cash flows in an insurance contract for the 
time value of money should be consistent with 
observable current market prices for instruments 
with cash flows whose characteristics are 
consistent with those of the insurance contract. 
They agreed to provide additional guidance 
discussed above. 
 

Detailed discussion 

The 2013 ED proposed that the discount rates 
used to adjust the cash flows in an insurance 
contract for the time value of money should be 
consistent with observable current market prices 
for instruments with cash flows whose 
characteristics are consistent with those of the 
insurance contract. 
 
The staff recommended extending the asset yield 
curve to maturity before removing items that are 
not present in the characteristics of the insurance 
contract. One member asked whether 
alternatively the items not present in the 
insurance contract characteristics can be 
removed from the asset yield curve before 
extending the yield curve. The staff confirmed 
that this was also possible. 
 
One member asked if the requirement to use as 
much observable market data as possible would 
force entities to apply the bottom-up or top-
down approach if one of these approaches is 
based more significantly on observable market 
data. It was also asked whether this would affect 
the model as a whole, rather than just for periods 
when market data are unobservable. The staff 
had not thought about this, but will investigate it 
further. 

The staff noted that the concept of the discount 
rate yield curve is to reflect the characteristics of 
the insurance contract. An adjustment for the 
differences in liquidity between the assets and 
the liability would be necessary for the top-down 
as well as the bottom-up approach. 
 
One member suggested clarifying that insurance 
contracts are not measured at fair value, but 
many inputs will be based on current market 
data. These market variables included in the 
measurement are expected to be based on 
current market data, similar to IFRS 13. The staff 
noted that IFRS 13 measures the contract as a 
whole and not the components of it. The IASB 
member still thought it would be helpful to 
clarify the interaction with IFRS 13. 
 

Asymmetrical treatment of gains from 
reinsurance contracts 

Staff proposals and IASB votes 

As a change to the 2013 ED, the staff 
recommended that an entity should recognise in 
profit or loss any changes in estimates of cash 
flows for a reinsurance contract that arise as a 
result of changes in estimates of cash flows for an 
underlying direct insurance contract that are 
recognised immediately in profit or loss.  
 
In a vote all 16 IASB members agreed with the 
staff recommendation.  This exception would 
only apply to changes in estimates that resulted 
from an onerous direct contract, and would not 
be applied to situations where the direct contact 
was onerous at contract inception. 
 

Detailed discussion 

The 2013 ED proposed that a favourable change 
in cash flows of a reinsurance contract held by an 
entity should be recognised in profit or loss over 
the coverage period, even if those cash flows 
reimburse the entity for losses that arise from 
underlying insurance contracts that are onerous 
and for which an immediate loss is recognised.   
 
The staff noted that respondents to the 2013 ED 
objected to this treatment, noting that it did not 
faithfully portray the economic linkage between 
the two transactions.  The staff did not provide a 
rationale as to why they were not recommending 
application of this exception where the direct 
contract was onerous at inception.   
 
One member asked how the proposal works if 
one reinsurance contract covers multiple direct 
contracts, only some of which may be onerous. 
The staff indicated that some gains and losses on 



www.pwc.com/insurance 

Page 3 of 6 

 

reinsurance contracts may be recognised in profit 
or loss and others against the CSM.  The member 
noted that identifying the appropriate cash flow 
components of a ceded reinsurance contract that 
relate to an underlying onerous direct contract 
may be difficult. 
 

Level of aggregation 

Staff proposals and IASB votes 

The staff recommended that the IASB clarifies 
that the objective of the proposed insurance 
contracts standard is providing principles for the 
measurement of an individual insurance 
contract, but that in applying the standard an 
entity could aggregate insurance contracts 
provided that it meets that objective. 
 
The staff recommended amending the definition 
of a portfolio of insurance contracts to be 
“insurance contracts that provide coverage for 
similar risks and are managed together as a 
single pool”. Therefore the portfolio definition 
would no longer refer to how the group of 
contracts is priced relative to the risk taken on. 
 
The staff recommended adding guidance to the 
proposed standard that in determining the CSM 
or loss at initial recognition, an entity should not 
combine onerous contracts with profit-making 
contracts. 
 
In a vote 14 out of 15 IASB members agreed with 
the staff recommendation to clarify the principles 
for measuring individual insurance contracts, the 
change to the portfolio definition and to add 
guidance that onerous contracts should not be 
combined with profit-making contracts at 
inception. 
 
The staff recommended that in determining the 
CSM for subsequent measurement, an entity 
could combine contracts that have similar release 
patterns, absolute amounts of CSM at initial 
recognition, inception dates and coverage 
periods. However, all 15 IASB members 
disagreed with the staff recommendation to add 
guidance for determining the CSM for 
subsequent measurement as being too rules 
based.  Board members instead supported 
inclusion of an example based on some of the 
items mentioned in the initial staff 
recommendation. 
 
With regards to the decision to allow an 
accounting policy choice for recognition of 
changes in discount rates in OCI or profit or loss, 
the staff recommended clarifying that, in 
accordance with IAS 8, an entity should select 

and apply its accounting policies consistently for 
similar contracts, considering the portfolio in 
which the contract is included and the related 
assets that the entity holds. 
 
In a vote 10 out of 15 IASB members agreed to 
clarify the level of aggregation for the accounting 
policy choice for recognition of changes in 
discount rates. 
 

Detailed discussion 

The IASB discussed the levels of aggregation that 
an entity can use to achieve the objective of 
measuring an insurance contract and the 
reference to pricing in the definition of a 
portfolio. Furthermore, in the light of the March 
2014 Board’s decision to allow an accounting 
policy choice for recognition of changes in the 
discount rate, the Board had to clarify the level of 
aggregation for when an entity selects the 
accounting policy to apply to portfolios of 
insurance contracts. 
 
Level of aggregation for CSM 
Some members asked why the absolute amount 
of the CSM at inception is a relevant factor in 
determining the subsequent CSM measurement.  
It was unclear to the Board members why two 
contracts that are exactly the same, except one is 
double the size, would not be able to be 
aggregated for subsequent measurement of the 
CSM.  The staff explained why grouping 
contracts with similar absolute amounts is 
necessary using an example to make sure that if a 
contract with CU1 of CSM was combined with 
one with CU10 of CSM, an entity would not 
average that to an average CSM of CU5.5 and 
reduce the CSM by CU5.5 if the contract with the 
CU1 CSM lapsed. Instead the CSM of 1 should be 
released in profit or loss. 
 
One member asked how to assess whether the 
contracts are onerous. For example, insurers may 
have a portfolio of 100 disability insurance 
contracts of which 10 are differently priced, 
because the policyholders also have car and 
home insurance with the same insurer. The staff 
did not provide a definitive answer, but stated 
that if the discount for the disability insurance 
leads to onerous contracts, these could not be 
combined with the other disability contracts. 
However, if the discount is a relatively small 
percentage of the contract premium, the 
contracts may still be in the same portfolio. 
 
Many members struggled with the specific 
requirements for aggregating contracts for the 
purpose of subsequent measurement of the CSM.  
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One member noted this is an area of the revised 
ED that was unclear and suggested clarifying the 
principles of aggregation as follows: 

 Different levels of aggregations may apply to 
different components of the model and that 
does not always equal the portfolio level.  

 The release of the CSM should not be based 
on an average. The CSM for a lapsed contract 
should be released in profit or loss. 

 Profitable and loss-making contracts should 
not be combined at inception. 

 The indicators recommended by the staff 
(similar release patterns, absolute amounts 
of the CSM at initial recognition, inception 
dates and coverage periods) should be 
incorporated in an example, rather than in 
the requirements for aggregation in the 
standard. 

 
Level of aggregation for accounting policy 
choice to recognise changes in discount rates 
Some members noted that the paper was not 
helpful in applying accounting policy changes 
related to changes in discount rates. The staff 
noted that the application and any restrictions of 
the accounting policy choice will be addressed at 
a later meeting. This month’s discussion only 
focuses on the level of aggregation. 
 
One member asked how the staff 
recommendations to look to underlying assets 
would apply if the insurance contracts are not 
linked to underlying assets. Other members 
noted that one of the reasons for providing the 
accounting policy choice is reduction of 
accounting mismatches. Therefore the 
underlying assets are relevant. The staff noted it 
is one of the factors to consider. The Board 
member noted that it was important to consider 
how the underlying assets are accounted for. 
 

Participating contracts - The 
identification of underlying items 

Staff proposals and IASB votes 

No decisions were made on whether the CSM 
should be unlocked for the insurer’s share or the 
acceptance of the ‘book yield’ approach for 
participating contracts. The Board was clear that 
this month’s meeting was only to provide the 
staff with direction for the mechanics of a 
potential model. This model would then be used 
to support future conceptual discussions and 
potential decisions at Board meetings in the 
upcoming months. 
 
Insurer’s share 
The staff recommended that if the Board were to 
require an entity to adjust the CSM for the 

insurer’s share of the underlying items (e.g., 
invested asset returns) on the grounds that the 
insurer’s share represents an implicit 
management fee, an implicit asset management 
fee should be considered to exist only (a) when 
the returns to be passed to the policyholder arise 
from the underlying items the entity holds 
(regardless of whether the insurer is required to 
hold the items), (b) there is a minimum amount 
(either fixed or determinable) that the entity 
must retain and (c) the policyholder will receive a 
substantial share of the total return on 
underlying items. 
 
In a vote, 11 out of 15 members supported 
exploring, at a future meeting, a proposed model 
of an implicit asset management fee with   
criterion (a) and criterion (b). Twelve out of 15 
members supported criterion (c). 
 
‘Book yield’ approach 
The staff recommended that if the IASB were to 
require an entity to apply a book yield approach 
for determining the interest expense presented in 
profit or loss, a book yield approach should be 
considered appropriate only (1) when the returns 
passed to the policyholder arise from the 
underlying items the entity holds and (2) the 
policyholder will receive a substantial share of 
the total return on underlying items. 
 
In a vote 12 of the 15 IASB members agreed with 
criteria (1) and (2) listed above. 
 
Detailed discussion  

The potential adaptations to the measurement 
requirements for participating contracts largely 
depend on the identification of underlying items. 
 
Insurer’s share 
A number of questions were asked by Board 
members about the scope of the proposed model 
that industry had asked the Board to explore for 
participating contracts.  One member noted that 
the staff recommendation does not include that 
an entity is required to hold the underlying assets 
and asked what would happen if an insurer 
decides not to hold underlying assets anymore. 
Another member asked whether indexed-linked 
products are in scope, for example if an entity 
buys a tracker fund and not the actual basket of 
assets. 
 
The staff noted that the scope is a key question 
and the dividing line would always be arbitrary. 
The current direction for the scope discussions 
based on the three criteria noted above will leave 
universal life contracts and certain other 
participating contracts (such as contracts that are 
fully discretionary) out of scope. 
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One member was concerned with the implicit fee 
notion, arguing that the insurer is basically 
managing assets for its own risk and happens to 
pass on certain returns to the policyholders. 
However, if an entity would always pass on a 
fixed percentage, say 90, that may lead him to 
conclude it is an implicit fee, because there is less 
discretion and it appears more similar to an 
explicit fee. 
 
Some members suggested that the scope should 
be very narrow. Another member was concerned 
that the CSM will be the main performance 
indicator, but at the same time a smoothing 
mechanism that would absorb volatility. 
 
One of the arguments for recognising the 
insurer’s share against the CSM is to have 
consistent measurement between inception and 
subsequent measurement. The staff noted that 
there is no specific intention to have consistent 
measurement at inception and subsequently. For 
example, a difference between initial and 
subsequent measurement is that the CSM is not 
unlocked for changes in the discount rate. Also, 
at inception, the premium is the anchor for 
measurement. Subsequently the anchor of the 
premium is not available as it is too complex to 
determine the new premium that would have 
been charged for new contracts. Therefore, the 
staff believes different accounting is justified. 
 
‘Book yield’ approach 
The ‘book yield’ approach would determine the 
discount rates used to recognise interest expense 
in profit or loss and the amounts in OCI. It does 

not affect the measurement of the insurance 
contract liability on the balance sheet. The book 
yield approach derives the discount rate for the 
presentation of interest expense from the 
underlying items (i.e. market yield for assets held 
at fair value through profit or loss and an 
amortised cost-based yield for assets held at 
amortised cost or fair value through OCI).  
 
Thus, to apply the ‘book yield’ approach, the 
book yield curve has to be constructed at the end 
of each reporting date, based on the underlying 
items held at that date and how those items are 
accounted for each current and future year until 
the time when the item is expected to be sold or 
derecognised. For the periods after the item is 
sold or derecognised, the future reinvestment 
assumptions should be based on market 
information at the date of sale or derecognition. 
 
Some members questioned how the ‘book yield’ 
approach works for equities and investment 
properties. The staff noted that this will be 
subject to further discussion. 
 
Some members asked whether the ‘book yield’ 
approach should be optional or mandatory. 
Other members were concerned optionality 
would lead to multiple presentation alternatives 
that would be incomprehensible for users. 
 
One member suggested the staff explore whether 
the ‘book yield’ approach can be applied to non-
participating contracts as well. 
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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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