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Since a variety of viewpoints are discussed at IASB meetings, and it is often difficult to characterise
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at future IASB meetings. Decisions of the IASB become final only after completion of a formal ballot
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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 theIASB Observer notes. In addition, tentati
at future IASB meetings. Decisions of the IASB become final only after completion of a formal ballot
to issue a final standard.
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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 theIASB Observer notes. In addition, tentati
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 discussed two of the five
the unlocking of the contractual

service margin (CSM) and the recognition of
changes in discount rates in

).

confirm
exposure draft (

for changes in cash flows related to future
coverage and other services.

of the respondents to the

As a change to the ED, the IASB decided that
favourable changes in estim
future coverage or other services and

have been
should be recognised immediately in profit or
loss to the extent they reverse

The IASB agreed
the CSM

in the risk adjustment related to future coverage
and other services. The IASB

risk adjustment and a separate CSM
provide useful information

ements

www.pwc.com/insurance

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional adv
should not act upon the information contained in this publicati
warranty (express or implied) is given as to the accuracy or completeness of the information contained in this publication, a
extent permitted by law, PwC does not accept or
anyone else acting, or refraining to act, in reliance on the information contained in this publication or for any decision ba

© 2014 PwC. All rights reserved. Pw
legal entity. Please see www.pwc.com/structure for further details.

080210-BO

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 theIASB Observer notes. In addition, tentati
at future IASB meetings. Decisions of the IASB become final only after completion of a formal ballot
to issue a final standard.
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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 theIASB Observer notes. In addition, tentati
at future IASB meetings. Decisions of the IASB become final only after completion of a formal ballot
to issue a final standard.
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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 theIASB Observer notes. In addition, tentati
at future IASB meetings. Decisions of the IASB become final only after completion of a formal ballot
to issue a final standard.
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rates
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granular a level
to work on the wording to ensure that there
would be dis
sufficient restrictions around changes in the
option

The IASB also decided that additional disclosures
were necessary for users to understand how
interest expense and changes in discount rates
are recognised.
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Unlocking the contractual service
margin

Background

The ED proposed to adjust or ‘unlock’ the
contractual service margin (CSM) for positive
and negative changes in cash flows relating to
future coverage and other services, subject to the
condition that the CSM cannot be negative. The
feedback on unlocking the CSM was generally
positive, and the staff paper discussed at the
March education session and board meeting
proposed that the board reaffirms the ED
proposal.

Two changes to the ED were proposed, both of
which were recommended by a large number of
commenters. The staff proposed to unlock the
CSM for changes in the risk adjustment that
relate to future coverage and other services, as
this is more consistent with initial recognition
(i.e. the CSM should represent the margin after
adjustment for risk, both on Day 1 and
subsequently). In addition, the staff proposed
that favourable changes in estimates that relate
to future coverage or other services and arise
after losses have been recognised in profit or loss
should be recognised immediately in profit or
loss to the extent they reverse those prior losses.
In contrast, the ED had proposed that such
favourable changes after loss recognition be
recorded as positive adjustments to the CSM.

The staff noted that concerns expressed by
commenters about the definition of ‘portfolio’
and the level of aggregation for the CSM and
unlocking will be addressed at a future IASB
meeting.

IASB Meetings

At the voting session on 18 March, one IASB
member noted that, under the ED, the amount
recognised against the CSM is recognised by
using the locked-in rate, requiring that the
locked-in discount rate has to be tracked. If the
IASB allows an option to recognise changes in
discount rates in profit or loss, the CSM
calculation at locked in at-inception rates will
add complexity. The staff noted that the use of a
locked-in rate for recognising changes against
the CSM will be discussed at a future meeting.

In a vote, the IASB unanimously confirmed the
unlocking of the CSM as included in the ED.

On the reversal of previously recognised losses in
profit or loss, the IASB unanimously agreed with
the staff’s proposal that favourable changes in
estimates that arise after losses have been
recognised in profit or loss should be recognised
immediately in profit or loss to the extent they
reverse losses that relate to future coverage and
other services.

On the issue of whether the CSM should be
unlocked for changes in the risk adjustment, one
member questioned whether a separate risk
adjustment and CSM were still justified and
whether this information would be better
included in the disclosure notes. The staff noted
that a separate risk adjustment would still be
relevant, especially for long-tail claims. For
incurred claims, all changes will be recognised in
profit or loss as they relate to past losses.
Another member also noted that the run-off of
the risk adjustment (release of risk) and the CSM
(transfer of services) is usually different. It was
also noted that inclusion of the risk adjustment
provides a more appropriate measure for
onerous contracts. A board member also noted
that inclusion of a risk adjustment is consistent
with the concept in IAS 37, which is referenced in
the revenue recognition proposal.

One member expressed concerns that the level of
measurement of the risk adjustment could be as
high as the entity level, while the CSM and
subsequent adjustment thereto would be
calculated at the portfolio level, creating an issue
as to how to allocate risk adjustment changes to
the CSM. A board member clarified that,
although diversification benefits are taken into
account in the calculation of the risk adjustment,
the risk adjustment in his view is conceptually
measured at the contract or portfolio level. The
staff agreed this could be clarified in the
standard.

One member asked whether the risk adjustment
is affected by changes in the discount rate and
whether it would be more consistent with the rest
of the model to recognise changes in the risk
adjustment caused by changes in discount rates
separately in OCI or profit or loss depending on
whether an option will be allowed for recognition
of changes in discount rates. The staff noted that
this was a recognised compromise in the model,
as it was deemed too difficult to track the
different components. In a vote, the IASB
unanimously agreed with unlocking the CSM for
changes in the risk adjustment related to future
coverage and other services.
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Presentation of changes in discount
rates

Background

The ED requires that changes in discount rates
relating to discounting of expected cash flows be
recognised in OCI. The accretion of interest on
the insurance liability, using the discount rate
curve determined at inception, is recognised in
profit or loss.

However, many respondents were concerned
with potential accounting mismatches that could
result from the mandatory OCI treatment for the
insurance liability versus the various accounting
treatments for the underlying assets. Even
though respondents showed clear support for
separating the underwriting results from
investing results, many were concerned about
these accounting mismatches. Therefore, they
requested that the IASB make OCI treatment
optional. The staff noted that the responses were
largely driven by how changes in discount rates
are recognised for assets in the current local
reporting environment.

Based on further consideration and analysis of
respondents’ requests, the staff proposed a
change to the ED whereby an entity can choose
to present the effect of changes in discount rates
either in profit or loss or in OCI as an accounting
policy choice at the portfolio level. Additional
disclosures about interest expense recorded in
comprehensive income and the effect of changes
in rates on the insurance contract measurement
would be required.

By proposing the choice as an accounting policy,
it would be subject to IAS 8. Thus, unlike a
financial instrument fair value option choice,
which is irrevocable, an insurer could potentially
change the designation of an insurance portfolio.
For example, as the asset composition changed
over time the classification could change. The
staff believes this approach is consistent with the
intention of the option, which is to minimise
accounting mismatches. If it were irrevocable,
this intention would not be met.

The staff proposed that the option should be
applied at the portfolio level, which is consistent
with most respondents’ requests. The staff
believes that an option applied at the insurance
contracts level would be impracticable. In
addition, an entity would not typically determine
asset management strategies at an individual

contract level. Conversely, an option at the level
of the reporting entity would not solve many of
the accounting mismatches and therefore the
staff ended up in middle; the portfolio level.

The staff proposal does not discuss the reference
date for determining locked-in discount rates for
contracts measured using the PAA or the use of
OCI for insurance contracts that provide
policyholders with returns from underlying
items.

IASB Meetings

Introduction of option

Many members acknowledged that some
insurance contracts may be backed by assets
measured at fair value through profit or loss
(FVPL) and others with assets measured at fair
value through OCI (FVOCI) or amortised cost
(AC). They recognised that accounting
mismatches would still arise for portfolios that
are backed by assets with a mix of these
measurements. Some of these members noted
that the fair value option for assets may eliminate
or reduce those accounting mismatches.

Some members expressed their concerns about
OCI as they do not believe a cost view provides
useful information and results in a range of
complexities, such as the application of the
locked-in rate. They noted that additional
complexities came to light from reading the staff
paper such as the different ways to calculate
interest expense (effective yield, forward rate or
spot rate), which will not be prescribed. They
believe economic mismatches in duration should
be shown and OCI does not provide this
infomation. A suggestion was made to consider
whether the book yield approach as suggested by
industry for participating contracts could work
for non-participating contracts.

Other members believe OCI makes sense for
long-term contracts as it removes the noise from
the financial statements related to changes in
discount rates. Some believe that the
measurement of underlying assets causes the
accounting mismatches. Other members believe
that sometimes changes in discount rates are
better to be reflected in profit and loss and
sometimes better in OCI and therefore they
support an option. One member noted that the
economic reality is that different territories
support different ways of recognising changes in
discount rates. The IASB should acknowledge
this and support an option.
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In a vote, 12 out of 15 IASB members supported
OCI and exploring an option to recognise
changes in profit or loss.

When to apply the option

The discussion then moved on to how the option
should be accomplished. The staff proposed that
it be an accounting policy choice (therefore
subject to IAS 8) at the portfolio level.

Some members were concerned that the option is
revocable and could be used for earnings
management. Other members noted the need for
a revocable option as the intention is to reduce
accounting mismatches and assets are dynamic.
Some members were concerned that insurers
might frequently switch between OCI and profit
or loss depending on which policy provides the
best reporting outcome. However, others noted
that IAS 8 has restrictions on changes in
accounting policy that could prevent such
practice, for example by requiring that the entity
show that a change results in reliable and more
relevant information about the effect of
transactions. Some suggested that perhaps some
guidance on IAS 8 application to this accounting
policy choice could be added to the insurance
standard. A number of concerns were raised
whether criteria with a default approach should
be prescribed or an open accounting policy
choice. The latter one has the significant
disadvantage that IAS 8 requires restatement of
comparatives, which does not give a good
reflection of the economics if a change in the
asset liability management has occurred in the
current year.

One member noted that it is unclear what
provides reliable and relevant information at
inception, so he would even be more unclear how
to apply the IAS 8 requirements of reliable and
more relevant information subsequently. One of
the suggestions of the members was to explore
whether a condition could be included that
evidence should show that less accounting
mismatches exist after the change in accounting
policy compared to the previous situation.

Some members raised the question as to what
happens to the amounts recognised in OCI when
an entity changes from recognising changes in
discount rates in OCI to profit or loss. This will
be further investigated by the staff. Some
members did not support an accounting policy
choice for the recognition of changes in discount
rates, either because they do not support OCI or

because they believe that an option may diminish
the understandability of the financial statements.

Unit of account

On the unit of account for the application of the
option, the majority of members agreed that
application at the entity level will not solve many
accounting mismatches and at the insurance
contract level will not be practical to apply.
However, different views were expressed on what
level the option should be applied. Some
members were concerned that the portfolio level
was a level not high enough for the application of
the option. Some members suggested
investigating whether the option could apply to
similar products or similar portfolios if the asset
liability management strategy is also similar.

There was some concern that perhaps the
definition of a portfolio was not as clear as it
could be. A board member asked the staff
whether each new cohort was a new portfolio.
The staff responded that it was not, unless the
new cohorts were priced differently than existing
cohorts. The staff acknowledged that perhaps
they needed to consider clarifying the definition.
To date, much of the clarification was aimed at
ensuring that the portfolio was not at too high a
level. They noted that perhaps they needed to
ensure the words did not suggest too low a level
as well.

The chairman suggested investigating whether a
higher level than the portfolio should be applied
and whether more restrictions to the option
could be explored. 12 IASB members agreed with
the chairman’s suggestion and tentatively agreed
with the option to recognise changes in discount
rates either in OCI or profit or loss. It was
unclear whether the board vote included the
staff’s suggestion that the option be an IAS 8
accounting policy choice. Several members
seemed concerned with the IAS 8 requirement to
retrospectively restate comparative periods in
this situation.

Disclosures

On the additional disclosures around the option,
the question was raised why a decomposition of
interest expense in the period was necessary for
the like for like comparison of recognising
changes in discount rates in profit or loss and
OCI. On balance a majority of the members
believe this is useful information and in a vote, 14
out of 15 members were in favour of the staff
proposal to include additional disclosures.


