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IASB meeting on 23 October 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 Board discussed the transition requirements 
for the new standard for non-participating 
insurance contracts.  It reaffirmed the 2013 
exposure draft (2013 ED) conclusion that the 
new standard should be applied retrospectively 
in accordance with IAS 8 Accounting Policies, 
‘Changes in Accounting Estimates and Errors,’ 
unless impracticable.   

If a true retrospective approach is impracticable, 
the Board reconfirmed that a simplified approach 
would be used, consistent with the 2013 ED.  
However, the 2013 ED had proposed estimating 
the risk adjustment at contract inception as being 
equal to the risk adjustment at the beginning of 
the earliest period presented.  At this meeting, 
the Board changed its position to require an 
entity to estimate the risk adjustment at contract 
inception by adjusting the risk adjustment at the 
beginning of the earliest period presented by the 
expected release of the risk before the beginning 
of the earliest period presented.  

 

 

 

 

 

 

 

 

 

 

If the simplified approach is impracticable, the 
Board decided that an entity should determine 
the contractual service margin at the beginning 
of the earliest period presented as the difference 
between the fair value of the insurance contract 
at that date and the fulfilment cash flows 
measured at that date.  

In accordance with the simplified approach in 
the 2013 ED, interest expense in profit or loss, 
and the related amount of other comprehensive 
income accumulated in equity would be 
determined by estimating the discount rate at the 
date of initial recognition.  
 
Lastly, the Board decided on additional 
disclosures for these practical expedients.   

In November 2014, the IASB will hold an 
education session in which the European CFO 
Forum is expected to set out its proposals for an 
alternative model for accounting for contracts 
with participating features.  

The IASB expects to publish the final Standard in 
2015. 
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Transition 

 
Retrospective approach 
 
In a vote, 9 out of 14 IASB members voted in 
favour of the staff proposals to require the 
retrospective approach unless impracticable. 
 
A few Board members suggested that 
retrospective application should be optional, 
rather than a requirement. However, the 
majority rejected this proposal, noting that 
retrospective application is key to maintaining 
consistency with the proposed building block 
model and comparability. 
 
Those who made the suggestion had concerns 
with negative amounts in equity being recognised 
on transition that would impact profit or loss in 
subsequent years and also with the high costs of 
transition. Examples cited were long term 
contracts issued in Asia, where interest rates had 
subsequently declined resulting in significant 
amounts of negative equity.  An alternative 
suggested to a retrospective approach was a 
“fresh start” approach at the transition date, 
using current interest rates. The difference 
between the fair value and the fulfilment cash 
flows at that date would then be recognised as a 
CSM or as a loss in retained earnings, with no 
use of historical interest rates and no AOCI 
adjustment. 
 
The simplified approach 
 
 The Board was aware of concerns that the 
simplified approach in the 2013 ED of estimating 
the risk adjustment at contract inception using as 
a proxy the risk adjustment at the beginning of 
the earliest period presented would understate 
the risk adjustment and therefore overstate the 
contractual service margin (‘CSM’). To address 
this issue, the Board voted unanimously in 
favour of estimating the risk adjustment at the 
date of initial contract recognition by adjusting 
the risk adjustment at the beginning of the 
earliest period presented by the expected release 
of risk before the beginning of the earliest period 
presented.   
 
Under this decision, the expected release of risk 
would be determined by reference to release of 
risk for similar insurance contracts that the 

entity issues at the beginning of the earliest 
period presented. 
 
The fair value approach 
 
If the simplified approach is impracticable, the 
Board decided, in an 11 to 3 vote, that an entity 
should determine the CSM at the beginning of 
the earliest period presented as the difference 
between the fair value of the insurance contract 
at that date and the fulfilment cash flows 
measured at that date.  

The staff noted that issues arise with IAS 8 
retrospective application when (1) there is a lack 
of historical data or (2) when estimates cannot 
avoid the use of hindsight.  The simplified 
approach deals with the subjective use of 
hindsight by effectively requiring complete 
hindsight.  The fair value approach deals with 
situations where there is also a lack of historical 
data by instead using data at the beginning of the 
earliest period presented rather than back to 
contract inception. 

The Board confirmed that interest expense in 
profit or loss and the related amount of other 
comprehensive income accumulated in equity are 
determined by estimating the discount rate at the 
date of initial contract recognition in accordance 
with the simplified approach in the 2013 ED.   
 
A few Board members expressed concern with 
estimating discount rates at contract inception, 
noting that in some regions, long term rates may 
be “virtually impossible” to obtain. The staff 
reiterated in that such circumstances, 
extrapolation of the yield curve would be 
required. 
 
Disclosures 
 
To accommodate the understanding of the 
transitional requirements in the financial 
statements, the Board voted to require additional 
disclosures for each period presented for which 
there are contracts that were measured in 
accordance with the simplified approach or the 
fair value approach. These disclosures should 
reflect the CSM determined in accordance with 
the approach above and a description of the 
extent to which the entity used information that 
is not objective in determining the CSM. 
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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 (UK) 
Partner 
Phone: +44 (0) 117 923 4230 
Email: gail.tucker@uk.pwc.com 
 
Mary Saslow (US) 
Managing Director 
Phone: +1 (860) 241-7013 
Email: mary.saslow@us.pwc.com 
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